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GENERAL OVERSIGHT OF THE U.S. POSTAL 

SERVICE 


THURSDAY, APRIL 24, 1997 

House of Representatives, 

Subcommittee on the Postal Service, 
Committee on Government Reform and Oversight, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 1:05 p.m., in room 
2247, Rayburn House Office Building, Hon. John M. McHugh 
(chairman of the subcommittee) presiding. 

Present: Representatives McHugh, Gilman, LaTourette, Fattah, 
Owens and Davis. 

Staff present: Dan Blair, staff director; Heea Vazirani-Fales, Rob- 
ert Taub, Steve Williams, and Jane Hatcherson, professional staff 
members; Jennifer Tracey, clerk; and Cedric Hendricks, minority 
professional staff member. 

Mr. McHugh. We understand that Mr. Fattah is on his way, and 
in order to expedite it at least a little, let me formally begin today’s 
hearing, by offering a brief opening statement. 

Let me begin, as I always try to do, on behalf of the entire sub- 
committee, welcoming everyone here this afternoon as we continue 
our general oversight hearing agenda. 

Today’s session is really a holdover, a rescheduling of an earlier 
hearing that was postponed because of a personal situation with 
the Postmaster General. We are delighted that he is here with us 
today in person and looking robust and well. 

Our first panel, however, is made up of two individuals, which 
will include Mr. Michael Motley, no stranger to this subcommittee, 
who is Associate Director of the Government Business Operations 
for the General Accounting Office. He will be accompanied by the 
Assistant Director for Government Business Operations, Teresa 
Anderson. 

Over the past 2 years, GAO has proven to be a most productive 
partner with the subcommittee in reporting to us on a broad range 
of postal operations. I think it is important to note that the GAO 
has identified a number of initiatives the Postal Service could un- 
dertake to improve its performance. I look forward to Mr. Motley 
today highlighting these initiatives, especially to the extent to 
which the Service has followed up on the questions raised by GAO 
in its past reports to Congress. 

Further, I understand GAO has a number of assignments pend- 
ing. I hope Mr. Motley will report to us the status of these assign- 
ments and the impact these reports will have on assessing the pro- 
ductivity and efficiency of the Postal Service. 

( 1 ) 
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Our second panel of witnesses today is Postmaster General 
Marvin Runyon, who will be joined by Deputy PMG Michael 
Coughlin. 

The last 2 years have been a banner financial period for the 
Postal Service. We have seen the Postal Service’s ledger move from 
deficit spending to reporting surpluses of almost $43.5 billion since 
the end of 1994. 

Gentlemen, if the past financial performance of the Postal Serv- 
ice is an indicator of future results, your management of postal op- 
erations will stand as an example of how to best bring an organiza- 
tion around to sound business practices. Never in the 26-year his- 
tory of the Postal Service have significant financial achievements 
of this magnitude been obtained. 

But storm clouds do appear on the horizon. I note for the record 
that the recent accounting report for period 6, which is February 
1st through February 28tli, shows volumes and revenues less than 
projected. Recent new accounts speculate the Postal Service will 
seek a general rate increase sometime this summer, and postal offi- 
cials have publicly projected a revenue surplus of $55 million for 
this fiscal year. That is a marked decrease from last year’s $1.7 bil- 
lion surplus. 

Press reports on other service activities have not been positive, 
either. We have seen questions raised regarding last year’s mar- 
keting department’s budget overruns, and questions of ethics have 
dogged postal officials and cast a shadow over postal operations. As 
chairman of the subcommittee over the past 2 years, I have seen 
the organization post a strong financial performance. But Congress 
and the American people demand accountability from all facets of 
this institution. Questions regarding these operations only provides 
fodder to opponents of postal reform who use these instances as ex- 
cuses to erect roadblocks to passage of our reform agenda. 

While today’s hearing is not specifically devoted to reform issues, 
I hope we will engage in a dialog which further provides a positive 
record on which this subcommittee can proceed in improving the 
postal service to this great country. Through that and our oversight 
efforts, we will continue to build a record in identifying necessary 
reforms in pursuit of ways to strengthen the one organization, the 
U.S. Postal Service, devoted and directed to performing the mission 
of providing affordable and universal mail service. 

And with that, I gratefully acknowledge the arrival of the rank- 
ing member, the gentleman from Pennsylvania, Mr. Fattah. I 
would be happy to yield to him for any comments that he would 
like to make at this time. 

Mr. Fattah. Thank you, Mr. Chairman. I would like to have a 
prepared opening statement entered into the record, and thank you 
for convening this hearing. 

I look forward to hearing the testimony from the Postmaster 
General in response to a whole range of issues. One is that obvi- 
ously there has been a lot of success under the management that 
he has put in place and his team has put in place, but there are 
areas of concern, and we think that today’s hearing is an appro- 
priate place to both look at the successes and some of the issues 
that remain to be resolved. There are some questions that the pub- 
lic and this committee need to have answered relative to changes 
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in some of the procurement procedures, issues relative to the over- 
all financial performance that I think obviously the Postmaster 
General is in the best position to answer, and I look forward to his 
testimony. 

Mr. McHugh. I thank the gentleman. 

[The prepared statement of Hon. Chaka Fattah follows:] 
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OPENING STATEMENT OF THE HON. CHAKA FATTAH 
RANKING MEMBER, SUBCOMMITTEE ON THE POSTAL SERVICE 
GENERAL OVERSIGHT HEARING 
April 24, 1997 

Mr. Chairman, I wish to congratulate the Postmaster General for the record-breaking 
progress being made by the Postal Service with respect to its financial performance and its 
overnight service. I am very interested in finding out the reasons for this success and about how it 
will be sustained. I believe that that information should enable this subcommittee to better ensure 
that the Postal Service continues to deliver the mail in the most timely, cost effective, and secure 
manner possible. 

While there is news to celebrate, there is also news that provokes concern. The Postal 
Service has been losing market share in five of its six product lines. I understand that this is, in 
part, due to the increasing availibility and utilization of alternative communication methods. I am 
very interested in how the Postmaster General plans to address these trends. 

Of special interest to me as we proceed with today’s hearing will be the Postal Service’s 
procurement practices and its management operations. Their integrity and efficiency are of 
critical importance. I am especially interested in finding out the extent to which minorities are 
participating and advancing in both of these areas. 

Another area of interest to me is the state of labor/management relations within the Postal 
Service. I must say I find it distressing that the problems the General Accounting Office 
identified in this area in 1994 remain unresolved. In this regard, I look forward to talking 



personally with the Postmaster General and the presidents of the postal unions about moving from 
conflict toward cooperation and greater productivity. 

Finally, Mr. Chairman, I look forward to hearing from the representatives of the General 
Accounting Office. They have done a considerable amount of work for this subcommittee 
reviewing postal operations and making recommendations for improvement. I encourage the 
Postmaster General and his staff to work closely and cooperatively with them in the future. 


Thank you. 
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Mr. McHugh. As great an admirer of the Postal Service as I am, 
I should be accurate. I said $48.5 billion in surpluses; $3.4 billion 
I believe is more correct. But we have set the bar for you, Marvin. 

Mr. Runyon. Thank you very much. 

Mr. McHugh. As I said, I thank our ranking member. 

I also am pleased we have been joined by the gentleman from 
Ohio, Mr. LaTourette. I would be happy to yield to him for any 
comments he might wish to make at this time. 

Mr. LaTourette. I look forward to the testimony today from 
GAO and also the Postmaster. 

In my part of the world, there are a number of questions. Al- 
though we commend the Postal Service for the righting of the fiscal 
ship, there are a number of questions regarding the closure of 
small post offices and how we deal with that situation in the fu- 
ture, as well as some questions about compensation packages that 
occurred during the course of the end of last year. But to move the 
hearing along, I would ask unanimous consent that my full opening 
remarks be included in the record of this proceeding. 

Mr. McHugh. All Members will have the opportunity to submit 
opening statements for the record in their entirety. 

He has not yet had a chance to settle in, but I am grateful that 
Mr. Davis has joined us here today. I would be happy to yield to 
him at this time if he would like to make any opening comment. 

Mr. Davis. Well, I would, indeed. Thank you. Thank you very 
much, Mr. Chairman. I appreciate the opportunity to make a few 
remarks as we begin these proceedings. 

I would also like to express appreciation to those who are going 
to be giving us information. As I understand it, the U.S. Postal 
Service’s net income for fiscal year 1996 was $1.6 billion, which 
was the second most profitable year in its history. I certainly would 
acknowledge and commend all of those who contributed to this re- 
markable year, from the Postmaster General and Inspector General 
to the frontline men and women postal employees. It is illustrative 
of the hard work that all of them have done. 

I am interested in hearing today, in sort of an information-shar- 
ing process, and would want to raise a couple of concerns. They are 
mostly based upon information that I pick up from people as I trav- 
el throughout the district where I live and work. 

I have some concerns relative to the alleged proposals to contract 
out services for the manufacturing of postal uniforms that may end 
up involving union shops. And while I am not suggesting that we 
only look in a certain direction, to certain kinds of activity, I do 
have some concerns about what I am hearing, relative to what the 
possibilities might be. 

I also raise the concern and have some concerns about constitu- 
ents of mine who are fearful that they may end up losing their jobs 
to substandard manufacturers if we go in certain kinds of direc- 
tions. And I also have some concerns relative to the whole question 
of how we view affirmative action at the very highest level of the 
system. 
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And so those are the three major concerns that I have, and I cer- 
tainly appreciate the opportunity to lay them out and hopefully we 
will hear responses to them in the testimony as the day proceeds. 
[The prepared statement of Hon. Danny K. Davis follows:] 
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Statement of Danny K. Davis 
Postal Service Subcommittee 
Thursday, April 24 

“General Oversi^t Hearing of the United States Postal Service” 

Thank you Mr. Chairman for allowing me to express my thoughts and 
concerns on the issue of The State of the Postal Service. I would also like tc 
acknowledge the panel of witnesses for coming here today and sharing with 
us their expertise and knowledge. 

As I understand it, the United States Postal Service (USPS) net income for 
FY 96 was, $1.6 billion dollars, the second most profitable year in its liistory. 

I acknowledge and commend all those parties that contributed to this 
remarkable year fi'om the Postmaster General and Inspector General to the to 
the fi'ont line men and women postal employees. It is indeed illustrative of 
the hard work of them all. 

I am interested in hearing from aU of you today in a sort-of “information 
sharing” process. I would like to raise a few concerns and hope that they 
may be addressed today. These concerns are mostly based on constituent’s 
requests. 

I do have concerns with alleged proposals to contract out services for 
manufacturers of postal uniforms to non-union shops. Although, I am not 
suggesting that we require the bids to be solicited by union shops only, I am 
concerned that the postal service may centrahze procurement based on 
lowest-cost bids and I would urge you to make sure that the postal service 
does not condone a sweatshop-tolerant procurement system. I am aware of 
the need to cut costs, but I would think that there is a method to do this — and 
not off the backs of sweatshop labor. 

We’ve all heard of the plight of many of the garment workers working in 
places where health and safety conditions are not always adhered to and a 
decent -paying, living wage is not provided — ^healthcare may be obsolete. Is 
this the kind of manufacturer that the USPS, a branch of the US. government, 
wants to conduct business with? 

I raise this issue because constituents in my district have contacted me about 
the fear that they may lose their jobs to sub-standard manufacturers if the 
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Postal system creates a sweatshop-tolerant contracting system for postal 
uniforms. 

I raise this point today because approximately 400,000 postal employees 
wear official uniforms, including shirts, jackets, trousers, hats and rainwear. 
Thus, we have the ability to create and/or sustain a number of good-paying 
jobs via our uniform manufacturer contracts. These jobs are vital components 
to the economies of the communities. I beheve that one of the current 
manufacturers of the hats are Midway Caps, which is a union shop belonging 
to UNITE local 5H, in my district. Now, this may seem small to you, but this 
contract provides approximately 100 good-paying umon jobs in my area. 

I am very pleased about this. 

Again, Thank you very much for your time and I hope that you will consider 
my concerns. 
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Mr. McHugh. I thank the gentleman both for his presence and 
his expression of concern. 

With that, I would welcome Mr. Motley and Ms. Anderson to the 
front table. 

Please be seated. Before we undertake the committee rule of 
swearing in those who are about to testify, we have been joined by 
my fellow New Yorker, Mr. Owens. I would be happy to yield to 
him for any opening comments he might wish to make at this time. 

Mr. Owens. No, I have no opening statements. 

Mr. McHugh. I thank the gentleman for joining us. 

Stand please. 

[Witnesses sworn.] 

Mr. McHugh. The record will show that both of the witnesses 
answered the oath in the affirmative. 

Thank you very much, both of you, for being here. I noted in my 
opening comments about the relationship between the GAO and 
you as individuals and this subcommittee. We are very appreciative 
of the very valuable information, and analyses you have provided 
us. A small sampling of that work is contained on the side table 
near the entrance, if some folks would like to take any or all of 
those differing documents. I think they will see very clearly how 
GAO has been a very productive partner in this oversight function. 

So we welcome you here as colleagues and as friends. And we are 
very interested in the comments that you have to share with us 
today. Mr. Motley I would yield to you and you may proceed as you 
deem fit. Thank you. 

STATEMENT OF MICHAEL E. MOTLEY, ASSOCIATE DIRECTOR, 

GOVERNMENT BUSINESS OPERATIONS ISSUES, U.S. GEN- 
ERAL ACCOUNTING OFFICE, ACCOMPANIED BY TERESA AN- 
DERSON, ASSISTANT DIRECTOR, GOVERNMENT BUSINESS 

OPERATIONS ISSUES, U.S. GENERAL ACCOUNTING OFFICE 

Mr. Motley. Thank you very much, Mr. Chairman. I appreciate 
those kind comments about the work we’ve done over the last sev- 
eral years, and we, too, have enjoyed the relationship that we have 
had not only with the subcommittee here but with the Postal Serv- 
ice as well. 

While you introduced Ms. Anderson, I’ll mention that Ms. Ander- 
son is the focal point for our postal activities within the Govern- 
ment Business Operations Issues area. 

With that, Mr. Chairman, I would like to state I would like to 
summarize my statement today but ask that it be included in full 
in the record. 

Mr. McHugh. Without objection, so ordered. 

Mr. Motley. Mr. Chairman, and members of the subcommittee, 
we are pleased to be here today to participate in the subcommit- 
tee’s oversight hearing on the U.S. Postal Service. My testimony 
will focus on the performance of the Postal Service and the need 
for improving internal controls and protecting revenue in an orga- 
nization that takes in and spends billions of dollars each year, and 
I’d like to also highlight some of the key reform and oversight 
issues that continue to challenge the Postal Service and Congress 
as they consider how U.S. mail service will be provided in the fu- 
ture. 

I will also provide some observations from our ongoing work. 
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First, I would like to discuss both the reported successes and 
some of the remaining areas of concern related to the Postal Serv- 
ice’s performance. Last year, the Postal Service reported that it had 
achieved outstanding financial and operational performance. Finan- 
cially, the Postal Service had the second most profitable year in its 
history. According to the Postal Service, its fiscal year 1996 net in- 
come was $1.6 billion. Additionally, the Postal Service continued to 
meet or exceed its goals for on-time delivery of Overnight Mail, 
with its last quarter of 1996 showing a delivery rate of overnight 
local residential mail at 91 percent at on-time or better service. 

Also, in fiscal year 1996, the Postal Service mail volume exceeded 
182 billion pieces and generated more than $56 billion in revenue. 

While these results are encouraging, other performance data sug- 
gests that some areas of concern warrant closer scrutiny. For ex- 
ample, last year’s delivery of 2- and 3-day mail at 80 and 83 per- 
cent, respectfully, didn’t score as high as overnight delivery. Such 
performance has raised the concern that Postal Service’s emphasis 
on overnight delivery is at the expense of 2- and 3-day mail. 

Additionally, although its mail volume continues to grow, the 
Postal Service is concerned that customers increasingly are turning 
to its competitors or alternative communications methods. In 1996, 
mail volume increased by about one-half the Service’s anticipated 
increase in volume. 

Containing costs is another key challenge that we reported on 
previously. Labor costs, which include pay and benefits, continue to 
account for almost 80 percent of the Postal Service’s operating ex- 
penses, and the Postal Service expects that its costs for compensa- 
tion and benefits will grow more than 6 percent in 1997. Overall, 
the next 5 years the Postal Service plans to devote more than $14 
billion in capital investments to technology and infrastructure im- 
provements in customer service and revenue initiatives. 

The Postal Service’s continued success in both operational and fi- 
nancial performance will depend heavily on its ability to control op- 
erating costs, strengthen internal controls, and ensure the integrity 
of its services. However, we found several weaknesses in the Postal 
Service’s internal controls that contributed to unnecessary in- 
creased cost. We reported in October 1996 that internal controls 
over Express Mail corporate accounts were weak or nonexistent, 
which resulted in the potential for abuse and increasing revenue 
losses over the past three fiscal years. 

Specifically, we found that some mailers obtained Express Mail 
services using invalid EMCAs and that the Postal Service did not 
collect the postage due. Consequently, in fiscal year 1995, the Post- 
al Service lost Express Mail revenue of about $800,000 primarily 
because it did not verify EMCA accounts that were later deter- 
mined to be invalid. Since our report was issued, the Postal Service 
has taken action or developed plans to address these deficiencies. 

Similarly, we reported in June 1996, the weaknesses in the Post- 
al Service controls for accepting bulk mail prevented it from having 
reasonable assurance that all significant amounts of postage rev- 
enue due were received when mailers claimed presort/prebarcode 
discounts. We reported that during fiscal 1994, as much as 40 per- 
cent of the required bulk mail verifications were not performed. 
Bulk mail totaled almost one-half the Postal Service’s total revenue 
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of $47.7 billion in fiscal year 1994. At the same time, we found that 
less than 50 percent of the required followup verifications to deter- 
mine the accuracy of the clerk’s work were being performed by su- 
pervisors. 

Another area of recent concern has been the overall integrity of 
the Postal Service’s acquisitions. We concluded in our January 
1996 report that the Postal Service did not follow required proce- 
dures for seven real estate or equipment purchases. We estimated 
that these seven purchases resulted in the Postal Service’s expend- 
ing about $89 million on penalties, unusable, or marginally usable 
property. Three of the seven purchases involved ethics violations 
arising from the contracting officer’s failure to correct situations in 
which individuals had financial relationships with the Postal Serv- 
ice and with certain offerors. 

We also pointed out that the Office of Government Ethics was re- 
viewing the Postal Service’s ethics program and reported that all 
areas required improvement. The Office of Government Ethics sub- 
sequently made a number of recommendations designed to ensure 
that improvement of the Postal Service’s ethics programs continue 
through more consistent oversight and management support. 

Since our January 1996 report, the Office of Government Ethics 
has completed three reviews to followup on its open recommenda- 
tions. Recently, the Postal Service developed guidance for avoiding 
conflicts of interest and filing financial disclosure reports as well as 
established procedures to ensure that the Office of Government 
Ethics is notified about all conflict of interest violations that are re- 
ferred to the Department of Justice. As a result of these actions, 
the Office of Government Ethics closed its remaining open rec- 
ommendations. 

Recently, we issued a report that described how the Postal Serv- 
ice closes post offices and provides information on the number of 
closed since 1970, over 3,900 post offices. In addition, yesterday we 
issued a letter to you, Mr. Chairman, about the emergency suspen- 
sion of post offices which states that about 470 post offices cur- 
rently are in emergency suspension status. These 470 have been in 
this status anywhere from a few days to over 10 years. 

The second area I would like to discuss is the pending postal leg- 
islation. This legislation, if enacted, might place the Postal Service 
in a more competitive arena with its private sector counterparts 
and has raised some key reform issues for consideration. One such 
issue relates to proposed changes in the private express statutes. 
These statutes were set up to ensure that the Postal Service has 
enough revenue to provide universal access to postal services, to 
the general public, and that certain mail such as First Class will 
bear a uniform rate. 

In our September 1996 report, we emphasized the importance of 
recognizing the statutes’ underlying purpose in determining how 
changes may affect universal mail service and uniform rates. Most 
important among the potential consequences is that relaxing the 
statutes could open First Class Mail services to additional competi- 
tion, thus possibly affecting postal revenues and rates and the 
Postal Service’s ability to carry out its public service mandates. 

Mr. Chairman, as you are aware, we also have a number of ongo- 
ing reviews relating to postal reform. For example, in concert with 
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your focus on the future role of the Postal Service, we are currently 
reviewing the role and structure of the Postal Service’s Board of 
Governors in order to determine its strengths and weaknesses. 

Another issue important to postal reform that we are reviewing 
involves access to mailboxes. Congressional oversight remains a 
key to improving the organizational performance of the post office. 

Generally, the long-standing labor management problems we 
identified in 1994 still remain unresolved despite the initiatives 
that have been established to address them. For example, the num- 
ber of grievances requiring formal arbitration has increased 76 per- 
cent, from 51,000 in fiscal 1993 to over 90,000 in fiscal year 1996. 
These difficulties continue to plague the Service primarily because 
the major postal stakeholders cannot all agree on common ap- 
proaches to addressing their problems. 

The Government Performance and Results Act provides a mecha- 
nism that may be useful in focusing a dialog that could lead to a 
framework agreement. GPRA provides a legislatively based method 
for the stakeholders, including Congress, to jointly engage in dis- 
cussions that focus on an agency’s mission and on establishing 
goals, measuring performance, and reporting on mission-related ac- 
complishments. GPRA can be instrumental to the Postal Service’s 
efforts to better define its current and future role. 

Finally, several other areas will likely continue to require the at- 
tention of both the Postal Service and Congress. One such area is 
the Postal Service’s automation efforts. The Postal Service has 
spent billions of dollars to ensure that an increase in productivity 
and an adequate return in planned investments are realized. 

Another area is the Postal Service’s 5-year capital investment 
plan from 1997 to the year 2001. It calls for investing $14.3 billion 
of which $3.6 billion is designated for technology investment. Also 
included is $6.6 billion for planned infrastructure improvements 
such as maintaining and improving over 35,000 postal facilities and 
upgrading the vehicle fleet of more than 200,000 vehicles. In addi- 
tion, customer satisfaction in both the residential and business lev- 
els will continue to be critical areas as the Postal Service strives 
to improve customer service in order to remain competitive. 

The Postal Service has made considerable progress in improving 
its financial and operational performance. Sustaining this progress 
will be dependent upon ensuring that key issues that we identified 
such as controlling costs, protecting the revenues, and clarifying 
the role of the Postal Service in an increasingly competitive com- 
munications market are effectively addressed by the Postal Service 
and Congress. 

Mr. Chairman, that concludes my statement, and we would be 
happy to respond to any questions you or any of the other members 
of the subcommittee may have. 

Mr. McHugh. Thank you very much, Mr. Motley. I appreciate 
your testimony. 

[The prepared statement of Mr. Motley follows:] 
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U.S. Postal Service: Continued Challenges to Maintaining Improved Performance 

Summary Statement of Michael E. Motley, Associate Director 
Government Business Operations Issues 

GAO'S testimony addresses the challenges that confront Congress and the Postal Service 
as they consider how to sustain its performance and maintain a competitive role in 
providing mail service to the American public in the future. 

The Postal Service reported that fiscal year 1996 represented the second year in a row 
that its financial performance was profitable and operational performance improved. The 
Postal Service's 1996 net income was $1.6 bUlion and it delivered 91 percent of overnight 
mail on time. Additioimlly, for fiscal year 1996, the Postal Service's volume exceeded 182 
billion pieces of mail and generated more than $56 billion in revenue. 

While these results are encouraging, other performance data surest that some areas 
warrant closer scrutiny. Last year's delivery of 2-day and 3-day mail-at 80 and 83 percent 
respectively-did not score as high as overnight delivery. The concern among customers 
is that the Postal Service's emphasis on overnight delivery is at the expense of 2-day and 
3-day mail. Additionally, although its mail volume continues to grow, the Postal Service is 
concerned that customers increasingly are turning to its competitors or alternative 
com.nunicatlons methods. In 1996, mail volume increased by about one-half of the Postal 
Service's anticipated increase in volume. Containing costs is another key challenge that 
GAO has reported on previously. For example, last year's operating expenses increased 
4.7 percent compared to a 3.9 percent increase in operating revenues. GAO has also 
found several weaknesses in the Postal Service's internal controls that contributed to 
increased costs. The Postal Service's continued success in both financial and operational 
performance will depend heavily on controlling operating costs, strengthening interna! 
controls, and ensuring the integrity of its services. 

The prospect that pending postal legislation may place the Postal Service in a more 
competitive arena with its private sector counterparts has prompted congressional 
consideration of some key reform issues. These issues include how proposed changes in 
the Private Express Statutes may affect universa! mail service, postal revenues, and rales 
Another reform issue is the future role of the Postal Service in an increasingly 
competitive, constantly changing communications market. 

Congressional oversight remains a key tool for improving the organizational performam i 
of the Postal Service. One of the most important areas for oversight is labor-manageim m 
relations. Despite the initiatives that have been established to address them, the long 
standing labor-management relations problems GAO identified in 1994 remain unre.si.K, .1 
The Government Performance and Results Act provides an important avenue for 
stakeholders in reaching a consensus for addressing such problems. Also, the PosUil 
Service's automation efforts will continue to require the attention of both the Postal 
Service and Congress to ensure that increased productivity and an adequate return cn 
investments are realized. 
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Mr. Chairman and Members of the Subcommittee: 

We are pleased to be here today to participate in the Subcommittee's oversight hearing on 
the U.S. Postal Service, My testimony will (1) focus on the performance of the Postal 
Service and the need for improving internal controls and protecting revenue in an 
organization that takes in and spends billions of dollars each year and (2) highlight some 
of the key reform and oversight issues that continue to challenge the Postal Service and 
Congress as they consider how U.S. mall service will be provided in the future. I will also 
provide some observations from our ongoing work relating to labor-management relations 
at the Postal Service and other areas. My testimony is based on our ongoing work and 
work that we completed over the past year. 

Improving Internal C o ntrols and Revenue Protection Remain.s a. Cfrncem 

First, I would like to discuss both the reported successes and some of the remaining 
areas of concern related to the Postal Service's performance. Last year, the Postal 
Service reported that it had achieved outstanding financial and operational performance. 
Financially, the Postal Service had the second most profitable year in its history. 

According to the Postal Service's 1996 annual report, its fiscal year 1996 net income was 
$1.6 bilhon. Srmilarly, with regard to mail delivery service, the Postal Service continued 
to meet or exceed its goals for on-time delivery of overnight mail. Most recently, the 
Postmaster General announced that, during 1996, the Postal Service delivered 91 percent 
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of overnight local residential mail on time or better. Additionally, during fiscal year 1996, 
the Postal Service's volume exceeded 182 billion pieces of mail and generated more than 
$56 billion in revenue. 

While these results are encouraging, other performance data suggest that some areas of 
concern warrant closer scrutiny. For example, last year's delivery of 2-day and 3-day 
mad-at 80 and 83 percent respectively-did not score as high as overnight dehvery. Such 
performance has raised a concern among some customers that the Postal Service's 
emphasis on overnight dehvery is at the expense of 2-day and 3-day mail. Additionally, 
although its mail volume continues to grow, the Postal Service is concerned that 
customers increasingly are turning to its competitors or alternative communications 
methods. In 1996, mall volume increased by about one-half of the Service's anticipated 
increase in volume. 

Containing costs is another key chtillenge that we reported on previously. In the area of 
expenditures, the Postal Service's 1996 arurual report showed that its 1996 operating 
expenses increased 4.7 percent compared to a 3.9 percent increase in operating revenues. 
Labor costs, which include pay and benefits, continued to account for almost 80 percent 
of the Postal Service's operating expenses, and the Postal Service expects that its costs 
for compensation and benefits will grow more than 6 percent in 1997. Moreover, 
controlling costs will be critical with regard to capital investments in 1997, as the Postal 
Service plans to commit $6 billion to capital improvements. Over the next 5 years, the 
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Service plans to devote more than $14 billion in capital investments to technology, 
infrastructure improvements, and customer service and revenue initiatives. 

The Postal Service's continued success in both operational and financial performance will 
depend heavily on its ability to control operating costs, strengthen internal controls, and 
ensure the integrity of its services. However, we found several weaknesses in the Postal 
Service's internal controls that contributed to unnecessary increased costs. 

We reported in October 1996' that internal controls over Express Mall Corporate 
Accounts (EMCA) were weak or nonexistent, which resulted in the potential for abuse 
and increasing revenue losses over the past 3 fiscal years. Specifically, we found that 
some mailers obtained express mall services using invalid EMCA and that the Postal 
Service did not collect the postage due. Consequently, in fiscal year 1995, the Postal 
Service lost express mail revenue of about $800,000 primarily because it had not verified 
EMCA that were later determined to be invalid. 

Since our report was issued, the Postal Service has taken action or developed plans to 
address these deficiencies. The Postal Service revised its EMCA regulations to require an 
initial deposit of $250, up from $100, to open an account. In addition, in a March 27, 

1997, letter to EMCA customers, the Postal Service stated that effective immediately a 


‘ U.S. Postal Service: Revenue Losses From Express Mail Accounts Have Grown 
(GAO/GGD-97-3, Oct. 24, 1996). 
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minimum account balance of $250, or 4 weeks' worth of average postage, whichever is 
higher, must be maintained. Prior to this change, customers were required to maintain a 
balance of $50 in their accounts. The Postal Service also recently issued a memorandum 
requiring district managers to ensure that employees perform the necessary express mail 
acceptance checks so that the correct postage amounts can be collected. Finally, the 
Postal Service plans to install terminals in mail processing plants to allow Express Mail 
packages that are deposited in collection boxes or picked up at customers' locations to be 
checked for valid EMCA numbers before they are accepted into the mail system. 

Similarly, we reported in dime 1996^ that weaknesses in the Postal Service's controls for 
accepting bulk business mail prevented it from having reasonable assurance that all 
significant amounts of postage revenue due were received when mailers claimed 
presort/barcode discounts. We reported that during fiscal year 1994, as much as 40 
percent of required bulk mail verifications were not performed. Bulk mail totaled almost 
one-half of the Postal Service's total revenue of $47.7 billion in fiscal year 1994. At the 
same time, we found that less than 50 percent of the required follow-up verifications to 
determine the accuracy of the clerk's work were being performed by the supervisors. In 
response to our recommendations, the Postal Service is developing new and strengthening 
existing internal controls to help prevent revenue losses in bulk mailings. For example, 
the Postal Service plans to improve the processes used in the verification of mail. 


' U.S Postal Service: Stronger Mail Acceptance* Controls Could Hein Prevent Revenue 
Losses (GAO/GGD-96-126, June 25, 1996). 
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including how units are staffed, how verifications are performed, and how results of 
acceptance work are reported and reviewed. 

Another area of recent concern has been the overall integrity of the Postal Service's 
acquisitions. We concluded, in our January 1996 report,’ that the Postal Service did not 
follow required procedures for seven real estate or equipment purchases. We estimated 
that these seven purchases resulted in the Postal Service's expending about $89 million on 
penalties, unusable, or marginally usable property. Three of the seven purchases involved 
ethics violations arising from the contracting officers' failure to correct situations in 
which individuals had financial relationships with the Postal Service and with certain 
offerors. We also pointed out that the Office of Government Ethics was reviewing the 
Postal Service's ethics program and reported that all areas of the program required 
improvement. The Office of Government Ethics subsequently made a number of 
recommendations designed to ensure that improvement of the Postal Service's ethics 
program continues through more consistent oversight and management support. 

Since our January 1996 report, the Office of Government Ethics has completed three 
reviews to follow up on its open recommendations. Recently, the Postal Service 
developed guidance for avoiding conflicts of interest and filing financial disclosure npori-. 
as well as established procedures to ensure that the Office of Government Ethics is 


’ Postal Service: Conditions Leading to Prohlem.s in Some Major Purchases 
(GAO/GGD-96-59, Jan. 18, 1996). 
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notified about all conflict-of-interest violations that are referred to the Department of 
Justice. As a result of these actions, the Office of Government Ethics closed its 
remaining open recommendations. 

Additionally, strengthening program oversight is essential to effective mail delivery. We 
found that the Postal Service did not exercise adequate oversight of its National Change 
of Address (NCOA) program.^ We reported that the Postal Service took a positive step 
toward dealing with the inefficiencies of processing misaddressed mad. However, at the 
same time, we found that the NCOA program was operating without clear procedures and 
sufficient oversight to ensure that the program was operating in compliance with the 
privacy provisions of federal laws. Accordingly, we recommended that the Postal Service 
strengthen oversight of NCOA by developing and implementing written oversight 
procedures. In response to our recommendation, the Postal Service developed written 
oversight procedures for the NCOA program. 

Most recently, we issued a report® that describes how the Postal Service closes post 
offices and provides information on the number closed since 1970-over 3,900 post offices. 
We also provided information on the number of appeals and their dispositions, as well as 
some information about the communities where post offices were closed in fiscal years 

® U.S. Postal Service: Improved Oversight Needed to Protect Privacy of Addre.s.s Changes 
(GAO/GGD-96-119, Aug. 13, 1996). 

®U.S. Postal Service: Information on Post Office Clo.sures. Appeals, and Affected 
Communities (GAO/GGD-97-38BR, Mar. 11, 1997). 
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1996 and 1996. Generally, the Postal Service initiated the closing process after a 
postmaster vacancy occurred through retirement, transfer, or promotion or after the 
termination of the post office building's lease. In each case, the Postal Service proposed 
less costly alternative postal services to the affected community, such as establishing a 
community post office operated by a contractor or providing postal deliveries through 
rural routes and cluster boxes. 

Key Reform Issues 


The second area I would Uke to discuss is the pending postal legislation. This legislation. 
If enacted, might place the Postal Service in a more competitive arena with its private 
sector counterparts and has raised some key reform issues for consideration. One such 
issue relates to proposed changes to the Private Express Statutes. These Statutes were 
set up to ensure that the Postal Service has enough revenue to provide universal access 
to postal services to the general public and that certain mail, such as First-Class, will bear 
a uniform rate. In our September 1996 report,® we emphasized the Importance of 
recognizing the Statutes' underlying purpose and determining how changes may affect 
universal mail service and uniform rates. Most important among the potential 
consequences is that relaxing the Statutes could open First-Class mail services to 
additional competition, thus possibly affecting postal revenues and rates and the Postal 


"Pos tal Service Reform: Is.sues Relevant to Changing Restrictions on Private Letter 
Delivery (GAO/GGD-96-129A/B, Sept. 12, 1996). 
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Service's ability to cany out its public service mandates. However, at the same time, the 
American public could benefit through improved service. It will be important to take into 
account the possible consequences for all stakeholders in deciding how mail services will 
be provided to the American public in the future. 

Another key reform issue is the future role of the Postal Service in the constantly 
changing and increasingly competitive communications market. For example, the use of 
alternative communications methods such as electronic mail, faxes, and the Internet 
continues to grow at phenomenal rates in the United States and is beginning to affect the 
Postal Service markets. At the same* time, the Postal Service's competitors continue to 
challenge it for m^or shares of the communications market. According to the Postmaster 
General, the Postal Service has been losing market share in five of its six product lines. 

It seems reasonable to assume that these alternative communications methods are likely 
to be used more and more. In addition, international mail has become an increasingly 
vital market in which the Postal Service competes. In our March 1996 report,’ we pointed 
out that, although the Postal Service has more flexibility in setting international rates, it 
still lost business to competitors because rates were not competitive and delivery service 
was not reliable. We also identified several issues surrounding the Postal Service's role in 
the international mall arena that remain unresolved. Chief among them is the 


’U.S. Postal Service: Unresolved Issues in the International Mail Market (GAO/GGD-96-'> 1 
Mar. 11, 1996). 
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appropriateness of the Postal Service's pricing practices in setting rates for international 
mail services. 

We also reviewed postal reform in other countries to learn about their experiences. 
Recently, we issued a report* on Canada's efforts since 1981 to reform its postal service, 
the Canada Post Corporation (CPC). Although CPC retained basic letter mail services at 
a uniform rate, it also reduced the frequency of mail delivery to some businesses, as well 
as in urban and rural areas. CPC uses a regulatory rate-making process that includes the 
opportunity for public comment and government approval for basic domestic and 
international single-piece letters. However, postage rates for other mail services can be 
approved by CPC without issuing regulations or obtaining government approval. Some of 
the key concerns that have been raised by CPC customers include CPC's closure of rural 
post offices and its conversion of others to private ownership. In addition, CPC’s 
competitors have expressed concern about whether CPC is cross-subsidizing the prices of 
its courier services with monopoly revenues. The Canadian government has responded to 
these concerns by continuing its moratorium on post office closings and directing CPC to 
discontinue delivery of unaddressed advertising mail. The government is also considei ing 
a call for additional government oversight of CPC. 


^ Postal Reform in Canada: Canada Post Comoration's Universal Service and Rateniak ii i g 
(GAO/GGD-97-45BR, Mar. 5, 1997). 
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Mr. Chairman, as you are aware, we also have a number of ongoing reviews related to 
postal reform. For example, in concert with your focus on the future role of the Postal 
Service, we are currently reviewing the role and structure of the Postal Service's Board of 
Governors in order to determine its strengths and weaknesses. The Board of Governors 
is responsible for directing and controlling the expenditures of the Postal Service, 
reviewing its practices, participating in long-range planning, and setting policies on all 
postal matters. In addition to obtaining the views of current and former Board members, 
we plan to provide information on the role and structure of Boards in other types of 
government-created organizations. Another issue important to postal reform that we are 
reviewing involves access to mailboxes. More specifically, we plan to provide 
information on (1) public opinions on the issue of mailbox restrictions; (2) views of the 
Postal Service and other major stakeholders; and (3) this country's experience with 
mailbox security and enforcement of related laws, compared with the experiences in 
selected other countries. 

Oversight of the Postal Service Remains Tmnnrtant 

Congressional oversight remains a key to improving the organizational performance ol ihr 
Postal Service. One of the most important areas tor oversight is labor-management 
relations. As the Postal Service focuses on the significant challenges It feces to conipi '• 
in today's communications marketplace, unresolved labor-management relations dispun ' 
continue to hinder efforts to improve productivity. Generally, the long-standing lahiu 
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management problems we identified in 1994 still remain unresolved, despite the initiatives 
that have been established to address them.® For example, the number of grievances 
requiring formal arbitration has increased almost 76 percent, from about 51,000 in fiscal 
year 1993 to over 90,000 in fiscal year 1996, These difficulties continue to plague the 
Service primarily because the major postal stakeholders (the Postal Service, four major 
unions, and three management associations) cannot all agree on common approaches for 
addressing their problems. We continue to believe that until the major postal 
stakeholders develop a framework agreement that would outline common objectives and 
strategies, efforts to improve labor-management relations will likely continue to be 
fragmented and difficult to sustain. 

The Government Performance and Results Act (GPRA) provides a mechanism that may be 
useful in focusing a dialogue that could lead to a framework agreement. GPEA provides 
a legislatively based mechanism for the major stakeholders, including Congress, to jointly 
engage in discussions that focus on an agency's mission and on establishing goals, 
measuring performance, and reporting on mission-related accomplishments. GPRA can be 
instrumental to the Postal Service's efforts to better define its current and future role. 

GPRA also emphasizes the need for stakeholders to recognize and address key internal 
and external factors that could affect the ability to achieve future goals. The GPRA 


® TT.S. Postal Service: Labor-Management Problems Persist on the Workroom Floor 
(GAO/GGD-94-201A/B, Sept. 29, 1994). 
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consultation process provides the major postal stakeholders and Congress with 
oppommities to better understand the Service's mission, proposed goals, and most 
importantly, the strategies to be used in attaining these goals, especially those that relate 
to the long-standing labor-management relations problems that challenge the Service. 
Given these challenges, GPRA provides a forum for stakeholders to participate in 
developing and reaching consensus on strategies for attaining results-oriented goals. 

One such opportunity for obtaining stakeholder participation is by inviting input on 
proposed goals and strategies. The Service recently issued a notice for public comment 
in the Federal Register asking for comments by June 1, 1997, on how the Service can best 
achieve the three m^or goals identified in the Federal Register notice. This comment 
period provides an opportunity for those who might be affected by decisions relating to 
the future of the Postal Service to voice their views on the strategies to be used by the 
Postal Service. Other forums may also be appropriate to further discuss issues that may 
be pertinent to specific stakeholders during this stage of the implementation process. 

As results-oriented goals are established, the related discussions can a!.so provide a 
foundation for the stakeholders to reach consensus on a framework agreement. 

Successful labor-management relations wil be critical to achieving the Postal Service's 
goals. The Postal Service and Congress wfll need results-oriented goals and sound 
performance information to most effectively address some of the policy issues that 
surround the Postal Service's performance in a dynamic communications market. 
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Recognizing that the changes envisioned by GPRA do not come quickly or easily, 
sustained oversight by the Postal Service and Congress will be necessary. 

Finally, several other areas will likely continue to require the attention ot both the Postal 
Service and Congress. One such area is the Postal Service's automation efforts. The 
Postal Service has spent billions of dollars to ensure that an increase in productivity and 
an adequate return on planned investments are realized. Another area is the Postal 
Service's 5-year capital investment plan for 1997-2001. It calls for investing $14.3 billion, 
of which $3.6 billion is designated for technology investments. Also included is $6.6 
billion for planned infrastructure improvements such as maintaining and improving over 
35,000 postal facilities and upgrading the vehicle fleet of more than 200,000 vehicles. In 
addition, customer satisfaction at both the residential and business levels will continue to 
be a critical area as the Postal Service strives to improve customer service in order to 
remain competitive. 

The Postal Service has made considerable progress in improving its financial and 
operational performance. Sustaining this progress will be dependent upon ensuring that 
the key issues we identified, such as controlling costs, protecting revenues, and clarifying 
the role of the Postal Service in an increasingly competitive communications market, are 
effectively addressed by the Postal Service and Congress. 
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Mr. Chairman, this concludes my prepared statement I have attached a list of our Postal 
Service products issued since January 1996. I would be pleased to respond to any 
questions you or members of the Subcommittee may have. 
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ATTACHMENT ATTACHMENT 

GAO Postal-Related Products Issued Since January 1, 1996 

U.S. Postal Service: Information on Emergency Siisnensions of Onerations at Post Offices 
(GAO/GGD-97-70R, April 23, 1997). 

U.S. Postal Service: Information on Post Office Closures. Anneals, and Affected 
Communities (GAO/GGD-97-38BR, Mar. 11, 1997). 

Postal Reform in Canada: Canada Post Comoration'.s Universal Service and Ratemaking 
(GAO/GGD-97-45BR, Mar. 5, 1997). 

U.S. Postal Service: Revenue Losses From Express Mail Accounts Have Grown 
(GAO/GGD-97-3. Oct. 24, 1996). 

Po.stal Service: Controls Over Pn.sta.ge Meters (GAO/GGD-96-194R, Sept. 26, 1996). 

In-snector General: Comparison of Certain Activities of the Postal IG and Other IGs 
(GAO/AIMD-g6-150, Sept 20, 1996). 

Postal Service Reform: Issues Relevant to Changing Restrictions on Private Letter 
Delivery (GAO/GGD-96-129A/B, Sept 12, 1996). 

U.S. Postal Service: Improved Oversight Needed to Protect Privacy of Address Changes 
(GAO/GGD-96-119, Aug. 13, 1996). 

U.S. Postal Service: Stronger Mail Acceptance Controls Could Help Prevent Revenue 
Losses (GAO/GGD-96-126, June 25, 1996). 

U.S. Postal Service: Unresolved Issues in the International Mail Market 
(GAO/GGD-96-51, Mar. 11, 1996). 

Postal Service: Conditions Leading to Problems in Some Major Purchases 
(GAO/GGD-96-59, Jan. 18, 1996). 
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Mr. McHugh. Let me begin by getting to one of the, I think, key 
components of both the studies that you have been doing, and cer- 
tainly one of the key questions that this subcommittee has been 
looking at, and that is trying to structure postal service for the 21st 
century. 

Any number of your reports, as you have recounted here today, 
in recent months have pointed out some difficulties, at best, and 
some might argue very serious operational difficulties within the 
Postal Service. You talked about in past reports and in your testi- 
mony today the internal controls over Express Mail corporate ac- 
counts. You have talked about the bulk mail acceptance practices, 
as you noted here this afternoon, that perhaps placed as much as 
$9.5 billion of revenues at risk. And you talked about the ethics sit- 
uation that particularly pertained to acquisitions and how that has 
been very problematic. 

In your testimony you noted — and as I read the Postmaster Gen- 
eral’s testimony that he will present later to us — that the post of- 
fice has begun to move on these findings. 

Mr. Motley. Yes, sir. 

Mr. McHugh. The words used was “taken action” or “developed 
plans” here today, and that is a positive thing. 

Mr. Motley. Yes, sir. 

Mr. McHugh. That is what I suppose you feel you are in exist- 
ence for, to have that statement and then the subsequent reaction. 

Mr. Motley. That’s right. 

Mr. McHugh. The question that we have to look at in providing 
the Postal Service with more flexibility is, do they deserve it and 
can they be trusted with it? 

I was just going to say, beyond having taken action or developed 
plans, in your judgment, or are you able to form a judgment, have 
those actions been enough? Will they be sufficient? Are they still 
falling short? And do they deserve more flexibility? 

Mr. Motley. I think, Mr. Chairman, there are a lot of ways to 
respond to your question. I think it’s important to note at first that 
all the areas that we’ve looked at, the ones that you have men- 
tioned, bulk mail, EMCA accounts, and the ethics issues and the 
procurement, all of these areas had internal controls in place. And 
it was the Postal Service and the management in the Postal Serv- 
ice that didn’t give proper attention to those existing management 
and internal controls that resulted in the kind of problems that ex- 
isted. 

Our reports, I think, brought these things further to the atten- 
tion of the Postal Service, and as a result of those they’ve said that 
now is the opportunity for us to strengthen those controls to 
change some of our policies. 

I think it’s important, Mr. Chairman, at this point the watch- 
word for the GAO, I believe, as well as the subcommittee, is contin- 
ued oversight. I think we need to continue to watch how these 
kinds of management actions are being implemented by the Postal 
Service. See if these internal controls really are effective, that 
they’ve been put in place, and continue to revisit these issues 
through continued oversight. 

Your question about whether or not they should have greater 
flexibility and responsibility becomes a difficult one. I think with 
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that greater flexibility and responsibility, continued oversight is 
also necessary. So I wouldn’t suggest that in any way that we 
should just let the Postal Service go on and take on more and more 
responsibility, but there should be a partnership that exists with 
the subcommittee as well as other oversight entities within the 
Postal Service itself, to keep a watchword on these things. 

Mr. McHugh. So it is a work in progress? 

Mr. Motley. Yes, sir, I would say so. 

Mr. McHugh. You don’t have any particular criticisms to levy at 
this point, but urge oversight and caution; is that right? 

Mr. Motley. I would say so. If I were to say anything, Mr. 
Chairman, with regard to a watchword, is GAO’s been auditing the 
Postal Service for a very long time. I know that table over there 
is fairly large but we probably could have brought in about 350 
GAO reports that deal with the Postal Service, and I would suggest 
to you that many of them are on the same issues. 

With regard to ethics issues that are addressed in our testimony, 
and that you mentioned, if you look at what the Office of Govern- 
ment Ethics did, I mean, if you went back to 1978, many of these 
issues were brought to their attention; its now 1997, it’s taken a 
long time for changes to take place. 

Mr. McHugh. I have no doubt you could fill that table, and any 
number of others. 

Let’s take a few steps into the future. You mentioned oversight, 
and I suppose that is related in some ways to participation in form- 
ing the future. I am thinking specifically about the GPRA. 

You noted in your testimony one of the more troubling aspects 
of the current postal situation is the continuous strife between 
labor and management. I couldn’t agree more. You offer the hope 
that GPRA can provide a means by which to begin to settle some 
of those issues. 

Mr. Motley. Yes, sir. 

Mr. McHugh. Provide a framework for the beginning. 

Do you have any opinions at this time as to how serious an effort 
may be provided? There seems to be some discussion as to when 
a pre-draft of the final Postal Service report may be available and 
if it will be available in a timeframe that makes meaningful input 
and discussion possible? Have you had a chance to look at that 
question? 

Mr. Motley. We’ve had some discussions, a fair number of dis- 
cussions, actually, with the Postal Service, and we have been co- 
ordinating with the subcommittee. And as you know, GPRA pro- 
vides a fair amount of guidance with regard to the kind of goals 
and strategies that will be looked for by the Congress, I think, 
when the final reports arrive on September 30th. However, GPRA 
has some very significant milestones in it. I would conclude that 
those milestones include having conversations and consultations 
with the oversight entities up here on the Hill as well as with their 
individual stakeholders. 

The discussions that we’ve had to date, the Postal Service is not 
at a point where they have a draft document that can be a forum 
for consultation to a great degree in identifying what their goals 
are and the actual strategies in getting to those goals. As a result, 
the stakeholders don’t have that opportunity either to get a better 
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understanding of what the Postal Service’s goals are nor the strate- 
gies which could have a significant impact on them, so the draft 
document becomes a very important one. Here we are in this time 
of the year, and September is coming up on us very quickly, so I 
would suggest, Mr. Chairman, that having that draft sooner than 
later is going to be a very important factor. 

Mr. McHugh. Well, maybe there are some people in this room 
who heard that. I did. 

Mr. Motley. OK. 

Mr. McHugh. I was hoping that the ranking member who had 
to step out momentarily would be able to be back before I yielded 
but obviously his business is taking a bit more time. We have a 
number of Members who have very kindly joined us so I want to 
be sure to yield them time. And according to the rules, I now yield 
to Mr. LaTourette for any questions he might have. 

Mr. LaTourette. Thank you very much, Mr. Chairman. 

As I looked at your written testimony today, and also the report 
of March of this year regarding post office closings, I had a couple 
of questions; one, about the grievance procedure, and, two, about 
post office closings. 

As I looked at the statistics in the March report, and I focused 
on the number of post office closings that were appealed, it ap- 
peared to me, if I read your statistics accurately, that of the ap- 
peals filed in the vast majority of cases, the post office was per- 
mitted to proceed with whatever its original plan had been, and 20 
percent of them, roughly 2 out of 10 were sent back to the Service 
for review and further disposition. 

Has there been any followup to that? Is there any success rate 
at all I guess is what I am asking you when a community appeals 
the closure of its postal facility? 

Mr. Motley. I don’t have the numbers at my fingertips. Con- 
gressman LaTourette, but we can certainly provide those for the 
record. There are instances where the Postal Service does decide to 
reopen the facility, but I will provide those for the record. 

[The information referred to follows:] 

In our report on post office closures, we stated that according to the Service, of 
the 296 post office closure decisions appealed to the PRC, 58 closure decisions were 
remanded back to the Service by PRC. According to the Service, as of May 27, 1997, 
27 or 47 percent of these post offices remain open and the Service has no immediate 
plans to close them. For 9 other post offices that remain open, 6 are in the final 
stages of being officially closed and 3 are under review for a final determination of 
whether or not to officially close. The Service has officially closed the post offices 
for the remaining 22, or 38 percent, of the post office closure decisions remanded 
by PRC. 

Mr. LaTourette. And, I guess the difficulty that I have with, 
certainly not with the report because it is very well done, but with 
this concept, and what people always come up to me at home and 
say “the Postal Service is more than a business.” 

And what they are concerned about — everybody applauds the fact 
that we have had a net income of $1.6 billion and this is the second 
profitable year and things are going good, but the senior citizen 
who relies on the opportunity to cross the street and go to her or 
his post office and buy stamps and knows the postal clerk, that it 
is more than just somebody handing out letters or stuffing stuff in 
their mailbox. 
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And as you looked at the closing procedure, it appeared that it 
was almost an attrition type thing. That the Postal Service wasn’t 
taking affirmative action but when a Postmaster resigned or re- 
tired or was transferred or the lease on the building ran out that 
is when the vast majority of closings were occurring. 

Mr. Motley. That is generally what triggers or causes the Postal 
Service to consider the closing action, yes, sir. 

Mr. LaTourette. The last question is on the appeal process. Do 
you have a sense that the concerns of the affected community are 
adequately and fairly heard by the Service as they go through the 
appeal process in reaching their eventual conclusion? 

Mr. Motley. Actually, we were looking at the process and the 
various things in the process. We didn’t look behind, as you might 
suggest, really the concerns that the community brought up. 

The role that the Postal Rate Commission plays in that way is 
to look at whether or not the Postal Service in some way has ad- 
dressed the concerns of the community, and if they believe that 
they have not, then they remand it back to the Postal Service for 
further work. 

Mr. LaTourette. OK. 

The second set of questions I have deal with the grievances, be- 
cause that is something that has been brought to my attention. 
And just three sets of separate news stories that I saw over the 
course of the fall, one was the $1.6 billion net income by the Postal 
Service. 

The second one that appears in a number of stamp collector mag- 
azines and other articles had to do with bonuses being paid to su- 
pervisors in the Postal Service, and then the third, which you re- 
flect in your report, has also been in print other places, that we 
have had an increase, a 76 percent increase in grievances filed 
against the Postal Service. 

Some would argue, and some in Ohio that contact me from time 
to time, say that those three events are not unrelated. And in that 
the pressure to turn a service that has been financially troubled 
into a money maker, if you will, has led to the need to incentivize 
supervisors and hand out bonuses which has placed pressure upon 
those supervisors to become — I am at a loss for the words, “strin- 
gent” comes to the mind, but I think you know what I mean — upon 
the rank and file postal worker that has led to a 76 percent in- 
crease in grievance filings. 

Is there anything from your study that reflects on that one way 
or another? 

Mr. Motley. I might take you back a little bit, to an earlier 
study that GAO did. It was in 1994. It was issued in September 
1994. That dealt with the labor management relations in the Postal 
Service. 

That report characterized the Postal Service as having an auto- 
cratic management style. And that particular report recognized the 
problems that existed in the labor management relations on the 
workroom floor level. We had a variety of recommendations in that 
particular report that addressed specifically some of the concerns 
that you mentioned about supervisors and how those supervisors 
might interact with workers on the workroom floor. 
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The Postal Service has generated a variety of initiatives to try 
and address those problems. But as I highlighted in the testimony, 
a lot of times the Postal Service and its unions and management 
associations are not able to agree on how to go forward with some 
of these initiatives, and this is why I indicated that GPRA has been 
an avenue for these people to come a little bit closer together and 
agree on the goals that they would like to achieve in the long term. 

We are currently looking at the initiatives, and at the request of 
the chairman, relooking at those and trying to make a determina- 
tion of whether or not they have been effective in some degree in 
trying to help. 

Mr. LaTourette. That answers my question. Thank you, Mr. 
Motley, and thank you, Mr. Chairman. 

Mr. McHugh. I thank the gentleman. 

Mr. Davis. 

Just for the edification of the audience as well as the Members, 
the committee rules provide that Members are recognized in the 
order of the appearance of the time the gavel came down and then 
by seniority. 

Mr. Davis. Thank you very much, Mr. Chairman. 

Mr. Motley, you indicated in your testimony that there were 
some areas of weakness in terms of internal controls that you 
found. 

Mr. Motley. Yes. 

Mr. Davis. Then you indicated that afterwards there had been 
some movement toward correction. Did you find this to be signifi- 
cant or do you think that it will actually move in a serious way to 
correct the problem? 

Mr. Motley. Mr. Davis, I believe that the actions taken by the 
Postal Service in most of the cases that we looked at, especially, 
let me particularly address EMCA and the bulk mail services, I 
think they’re fairly significant actions that they’ve taken. I think 
they’ve tried to recognize very fully the concerns on the Express 
Mail corporate account level. The concern we expressed in our re- 
port was about the Postal Service being able to identify applicants 
and having some kind of verification of their addresses when they 
apply for Express Mail corporate accounts. They have taken action 
to raise the limits for opening a corporate account as well as the 
amount that’s required to be maintained in the balance of the cor- 
porate account. And they’ve taken some additional actions and sent 
out directives to the various locations throughout the United States 
for Postal employees to pay more attention to these things. 

If I were to suggest an area that maybe needs some additional 
attention, as we suggested in our report, one of the big problem 
areas is in accepting express mail in the mail processing facilities 
where there was no way or sometimes very little time to process 
the corporate account information. The Postal Service has indicated 
that they plan to put some terminals in place, but we have no guid- 
ance as to what kind of timeframe might exist but it appears to us 
they are trying to make some headway in that area. 

Very similarly, in the bulk mail area they are instituting addi- 
tional training as well as taking other efforts to ensure that the 
kind of problems that we identified are caught early on. I think 
this becomes even more important now that reclassification is pret- 
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ty much in full swing because more and more businesses will be 
using the opportunity to use bar codes and things of that sort that 
the Postal Service will be required to check at those bulk mail fa- 
cilities. 

Mr. Davis. You also indicated that there was a significant 
amount of difference between overnight delivery and 2 - or 3-day. 

Mr. Motley. Yes, sir. 

Mr. Davis. That overnight, 91 percent; 2 -, 3-day, 80 to 83. 

Mr. Motley. Yes, sir. 

Mr. Davis. Is the 80 to 83 representing cause for concern or is 
it just a difference between the two? 

Mr. Motley. I think in an organization that is tending to pride 
itself as a premiere organization in delivering the mail, those 
things are important not only from the Postal Service’s perspective 
but the mailer’s perspective as they put that mail into the mail 
stream. 

The concentration by the Postal Service over the last several 
years has been on overnight delivery. They’ve done a good job of 
improving those statistics, and I believe it’s significant now that 
they turn their attention to some of these other areas. 

Mr. Davis. Oh, OK. But we are not suggesting that we are in 
some serious difficulty there because of the lower rate in produc- 
tivity? 

Mr. Motley. I wouldn’t suggest that it is a serious difficulty, but 
I believe it’s an area that the Postal Service has to give attention 
to. 

Mr. Davis. Certainly something to look at and be concerned 
about? 

Mr. Motley. Yes, sir. 

Mr. Davis. You also mentioned about possibly looking at the 
Board of Governors in terms of the way in which they operate. Of- 
tentimes, I know that when we review, we do so with something 
in mind. Sometimes we review for the sake of knowing, but we also 
review with an idea in mind or something specifically that we 
might be looking for. 

Are we looking specifically at or for something in this instance? 

Mr. Motley. I think really what we are looking for here, Mr. 
Davis, is whether or not there are opportunities for improvement; 
whether or not there are opportunities in comparison to other fed- 
erally charged agencies that have similar organizational structures 
as the Postal Service with board of directors involved as to whether 
or not there is some particular thing that might draw us to the re- 
quirement or need for legislative change or something that might 
make the operations of the Postal Service more efficient or effec- 
tive. And I think that’s really what we are looking for in those 
things. 

We didn’t have a particular goal in mind in terms of if it’s wrong 
or right but we wanted to see if there were opportunities for some- 
thing better. And we got through talking to all the Board of Gov- 
ernors, as well as many of those that have been in that position 
before the current ones. 

Mr. Davis. When you are reviewing agencies, do you also look at 
things that may not be specifically outlined, just in terms of what 



36 


might be overall goals and directions of the Nation — like affirma- 
tive action and how performance might be with those agencies? 

Mr. Motley. We look at a variety of those things, yes, sir, Mr. 
Davis. 

Mr. Davis. Did you observe anything with the Postal Service? 

Mr. Motley. We haven’t specifically honed in on that. I meant 
to infer that the charge that the Congress provides us either 
through the chairman or ranking minority members or other inter- 
ested parties here on Capitol Hill, we look into almost any indi- 
vidual issues in agency activities and operations. We have not 
looked specifically at the kind of issue that you might be address- 
ing here. 

Mr. Davis. Thank you very much, Mr. Chairman. 

Mr. McHugh. I thank the gentleman. Mr. Owens. 

Mr. Owens. Thank you, Mr. Chairman. 

I think I heard you say that $1.5 billion was the net revenue? 

Mr. Motley. I believe it was $1.6 billion. 

Mr. Owens. $1.6 billion was the net revenue. What was the gross 
revenue? 

Mr. Motley. Fifty-six billion. Keep in mind, Mr. Owens, that the 
Postal Service is intended to be a break-even organization, and a 
lot of times generally what happens is it is sort of cyclical. The first 
year or so after a rate increase you will see a fairly substantial 
profit. The next year, you generally see something along the lines 
of break even. 

Mr. Owens. No, I am going in a different direction. You spoke 
about the important oversight responsibilities of Congress. 

Mr. Motley. Yes, sir. 

Mr. Owens. The oversight responsibilities of Congress boil down 
mainly to this subcommittee. We once had a whole committee that 
was responsible for the oversight of the post office. 

Do you think, as things go, the ratio of congressional oversight 
to the large size of this agency and the importance of it is a proper 
one? Should we have a subcommittee really as the main oversight 
body or should we not have a major committee, considering the size 
of the agency’s budget, the size of the operation and the importance 
of it to every American citizen? 

Are we — the question is, you know, in the scheme of things do 
we have appropriate, effective oversight capacity? 

Mr. Motley. Well, that’s a question I don’t know that I’m in a 
position to answer directly about whether or not there should be 
a full committee or just a subcommittee. I would contend, Mr. 
Owens, that this subcommittee has done a tremendous job in the 
last several years charged with the responsibilities it has. 

Mr. Owens. We have an extraordinarily hard working chairman, 
and I take off my hat to him. But the amount of staff he has and 
the budget he has is far different from the committee that once had 
oversight for the postal services and I wondered if you had any 

Mr. Motley. No particular thought. I really believe that is a pol- 
icy decision for the Congress to make. 

Mr. Owens. Regular delivery is lagging behind overnight because 
overnight is competing with the private sector and they put a lot 
of emphasis on that. 

Did you do audits of Price Waterhouse or did you accept their fig- 
ures and are you quoting their figures? 
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Mr. Motley. We accepted the Price Waterhouse figures, Mr. 
Owens, that are published by the Postal Service. And this over- 
night delivery is the overnight residential 1-day delivery First 
Class Mail, which is your 32 cent mail. 

Mr. Owens. Do you think that the Price Waterhouse auditing 
mechanism is an appropriate one? Should we have several different 
auditing firms or should we change auditing firms every year? It 
is a contract that has gone on for some time now. Would you com- 
ment on that? 

Mr. Motley. We have not really looked at the Price Waterhouse 
contract. 

Mr. Owens. It is a situation where the same contractor has the 
contract to evaluate the same organization over a long time. Is that 
a sound way, a GAO way of looking at things? 

Mr. Motley. I think a lot is determined by how the contract 
awards are made. And I do not know if this is a sole source or com- 
petitive contract. But I think it would make a significant difference 
as to how this was put out on the street. And we have not looked 
at that. 

Mr. Owens. If it is competitive, it is all right to have it be the 
same one for 10 years? 

Mr. Motley. I wouldn’t suggest that if it is sole source it would 
be OK. 

Mr. Owens. On principle, the fact that you are paying for service 
from one entity doesn’t set up a situation for conflicts of interest? 

Mr. Motley. I don’t believe so. I think those things are within 
the bounds of the contracting regulations that the Postal Service 
operates under. 

Mr. Owens. On labor management, did you look at racial dis- 
crimination and its impact on the situation at all? 

Mr. Motley. We didn’t. 

Mr. Owens. You didn’t look at any of the grievances bought by 
black groups and Hispanic groups and that phenomenon? 

Mr. Motley. We haven’t. 

Mr. Owens. There are several suits, as I understand. 

Mr. Motley. We have not. 

Mr. Owens. Why did you not? 

Mr. Motley. What we have been concentrating our efforts on in 
the labor management area are the initiatives that have been 
started by the Postal Service, and the actions that have been taken 
under those initiatives by the various postal unions as well as its 
management associations, so we have looked at it from a very top- 
ical point of the initiatives themselves and what has taken place 
in the agreements that they’ve reached under those initiatives and 
whether or not we believe, as well — Phased on talking to the union 
officials and Postal Service officials, whether or not there has been 
progress in that area. 

Mr. Owens. Did you compare their due process procedures with 
other agencies of comparable size? 

Mr. Motley. If you’re referring to the arbitration process, it is 
a fairly common one throughout the Government. 

Mr. Owens. When an individual has a grievance and the process 
it goes through; it is comparable? 

Mr. Motley. It is very similar to most agencies. 
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Mr. Owens. Is it as good as the Army’s? 

Mr. Motley. I’m not familiar with the Army’s. 

Mr. Owens. Did you look at the training at all? This is a huge 
organization, large budget, large numbers of moving parts and 
large number of employees, large amount of investment in state-of- 
the-art technology. What are the training procedures? Did you look 
at the training procedures for employees? Sensitivity training in 
terms of labor management or any training procedures? 

Mr. Motley. We have looked at some of the training procedures 
as it relates to some of the specific initiatives that they have under 
way, but we have not looked at their entire training activities. 

Mr. Owens. I asked this question 2 years ago of I think the Post- 
master General. You didn’t see any films, any videos, any web sites 
or classes that are regularly run as a system for training? You 
didn’t notice 

Mr. Motley. I’m aware, not very heavily aware, I am aware that 
the Postal Service has an extensive training program, and that 
they do use videos and things of that sort. 

Mr. Owens. I have been trying to get a copy for 2 years of some 
training films. 

Mr. Motley. Well, I am sure if they are available Mr. Runyon 
will make them available to you. If you need our assistance in 
doing that, we will be happy to help you. 

Mr. Owens. I have one video that deals with “This is your post 
office,” a nice film, you know, for introducing children to the post 
office, or adults. But it is not a system of training that an organiza- 
tion of that size you would expect would have. 

So personnel development and training for personnel you didn’t 
see figured into that whole labor management problem? 

Mr. Motley. I actually think that is a part of the whole labor 
management process, Mr. Owens. What I am suggesting is that we 
didn’t look at that whole process in the work that we have done 
to date. 

Mr. Owens. Thank you. 

Mr. Motley. Yes, sir. 

Mr. McHugh. I just want to make sure I got this straight. More 
budget and more staff, and I would be a full committee Chair? We 
should talk. 

Mr. Owens. Are we both New Yorkers? 

Mr. McHugh. We may have to strike that. 

Mr. Gilman. 

Mr. Gilman. Mr. Chairman, I regret that I had to be at another 
meeting earlier, and I commend you for continuing these series of 
oversight on the Postal Service. I welcome listening a little more 
about the proposal to centralized uniform purchasing procedures. I 
strongly support the Postal Service’s attempt to have cost effi- 
ciency; however, it is important that the Postal Service provide 
adequate protection to guard against adversely affecting our U.S. 
garment industry as well as to prevent the utilization of sweat- 
shops in this process. 

And I look forward to hearing the testimony of Postmaster Gen- 
eral Runyon concerning the issues he is confronted with and pro- 
viding service and cost efficiency. But let me ask a question of our 
GAO. Some economists specializing in postal issues have raised 
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doubts whether the Postal Service can remain viable in its current 
form. Would you care to comment on that? 

Mr. Motley. Well, that probably is an understandable concern 
that they might have, Mr. Gilman. The Postal Service has been 
threatened by competitors for an awfully long time now, and some- 
thing that I won’t say is new on the scene but in the last 10 years 
or so, the telecommunications market has started to cut into the 
Postal Service quite extensively. I think Mr. Runyon in leading the 
Postal Service has recognized this and attempted in a variety of 
ways to create a better service and to try and see how he might 
be able to stem some of the concerns that exist there. 

I believe in the future, as communications through the computer 
and as households start to afford these more and more, you’ll see 
some of the mail stream such as First Class, which is a very large 
revenue generator for the Postal Service, start to change signifi- 
cantly. I know that this is one of the reasons that the chairman has 
expressed concern and proposed H.R. 22 as a reform measure — ^be- 
ginning of the reform measures for the Postal Service. 

Mr. Gilman. In your testimony, you mentioned how the Postal 
Service goes about closing post offices. Coming from a district that 
I have that includes many small, rural services and substations, I 
wonder if you can comment on how such closings affect service in 
the more rural areas. 

Mr. Motley. We have not directly looked at those closings and 
the rural areas in the services that were provided. However, the 
process that the Postal Service is supposed to follow is that when 
services are either terminated as a result of the close of a facility 
or the emergency suspension of operations, they are supposed to 
provide alternate services and notify those customers. 

Mr. Gilman. And have you tried to do some oversight on whether 
that is being done? 

Mr. Motley. At this point, Mr. Gilman, we’ve just looked at the 
process related to both the closing and the emergency suspensions. 
We have not looked at the details of what actually happens. 

Mr. Gilman. I would hope at some future date you undertake an 
overview of that process to make sure that we are not deteriorating 
the service in the rural areas. Thank you. 

Thank you, Mr. Chairman. 

Mr. McHugh. I thank the gentleman. Now we are pleased to 
turn to the esteemed ranking member, Mr. Fattah. 

Mr. Fattah. Thank you, Mr. Chairman. I am going to be brief 
so that we can move on, but there are a couple of things. 

One is that I do want to underline something that I agree with 
in your testimony on page 10, where you said that one of the most 
important areas for oversight is labor management relations. 

Mr. Motley. Yes, sir. 

Mr. Fattah. And you thought that congressional oversight was 
very important in that area and you talked about its drag on pro- 
ductivity to the degree that some of these longstanding grievances 
are not resolved. But you point to the Government Performance 
and Results Act later on in your testimony as perhaps a vehicle or 
the context under which you know some of these issues might get 
handled. 
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I am not — I understand the thrust of your comments, hut you are 
aware that, at least as to active, structure labor organizations are 
not indicated as being stakeholders even though from a 
commonsensical viewpoint we would think of them in the Postal 
Service context as major stakeholders. 

Mr. Motley. Mr. Fattah, we might differ in that view somewhat. 
My feeling, as GPRA was structured, my sense is that the agency 
is supposed to coordinate with its stakeholders. And in consulta- 
tions with the Congress as well. And I would view both the unions, 
the management associations, major mailers, as stakeholders in 
the direction that the Postal Service might go. 

Mr. Fattah. Well, I don’t think we would disagree. I would 
agree. I don’t think the act is as specific as identifying labor organi- 
zations as one of the stakeholders, even though, as I said from a 
commonsensical point of view one would hope that they would be, 
but I just wanted to make that point. 

I understand all of your testimony. I want to see if you can help 
the committee to understand why you think the Postal Service has 
been so financially successful under the Postmaster General’s and 
the management team’s work there. 

Mr. Motley. Well, I think there are a variety of things that 
point to the success of the Postal Service financially. Some of those 
can be attributable to a long-term automation program that was 
put in effect many, many years ago that I think you are starting 
to see. You are starting to see some changes over time. 

I think there are some efficiencies that the Postal Service has 
tried to make I think in some markets that are substantial revenue 
generators for the Postal Service. You have seen increased empha- 
sis, and as a result, you have seen a fairly substantial increase in 
the volume in those mail categories. 

For example. Priority Mail. Priority Mail is a fairly strong rev- 
enue generator, even though it is a small piece of the large revenue 
pie that the Postal Service has. But there has been a long-term em- 
phasis in that area, and, as a result, the Postal Service has done 
fairly well. 

Express Mail is another area, again small. Where you have seen 
additional revenue generation is at the First Class Mail level 
where the rate of growth has not been substantial in the past 
years, but there is still some growth in that First Class Mail cat- 
egory. 

Mr. Fattah. In your testimony you talk about First Class for a 
minute. You talk about the high rate of performance there, but you 
said that some customers were concerned that perhaps in the 2- to 
3-day mail that we were at about an 80 — 80-something perform- 
ance rate there. 

Mr. Motley. Yes, sir. 

Mr. Fattah. Maybe there was some prioritization in which First 
Class, was, you know, a management priority to the detriment of 
these other categories. May have to set some priorities. 

Mr. Motley. Yes, sir, I agree. 

Mr. Fattah. So I wasn’t clear from your comment whether you 
were just acknowledging that some customers may have made that 
complaint or whether the GAO was saying that if that was a 
prioritization, that it was inappropriate. 
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Mr. Motley. No, sir, I was not inferring it was an inappropriate 
one. We don’t have evidence to suggest that there was emphasis on 
First Class to provide some detriment to the Second and Third Day 
Mail. It’s just that customers have expressed that concern. 

Mr. Fattah. I understand. But let me say this, that I am sure 
there have been a lot of complaints. At least my office has gotten 
all kinds of complaints about the Postal Service. I mentioned that 
one in your report and so that is what drew me to it as if you were 
suggesting that either it was accurate or if it was accurate, that 
it was inappropriate. And I haven’t been able to elicit from you a 
judgment yet. If, in fact, that was the case, would that be inappro- 
priate? 

Mr. Motley. I would — I would fail to — I would be failing in the 
audit work that we have done to suggest that it was inappropriate, 
Mr. Fattah. I would suggest that if the Postal Service intends to 
be the First Class organization that it would like to be that it 
needs to put the kind of emphasis on 2- and 3-day mail it has put 
on the First Class 1-day mail. 

Mr. Fattah. This is my last, Mr. Chairman, last question. You 
refer to the Canadian circumstance and the reforms that have 
taken place. And you also talk about the fact that even though they 
have maintained uniform postal rates for the, I guess for what 
would be comparable for First Class delivery to residents, that they 
have scaled back the frequency of delivery and they have also 
closed down many of their postal outlets in rural areas. 

Could you speak any more specifically to what they have done, 
especially in terms of this issue of reduction of delivery, that they 
moved from a daily delivery to something 

Mr. Motley. Let me give you an example, in some of the busi- 
ness deliveries in the Canadian postal system they were delivering 
as many as five or six times a day, and what they have done is 
cut that back to generally fewer times, sometimes just one time a 
day. And so, from a cutback from that standpoint, they have been 
able to save additional funds. 

With regard to the rural closings in many instances, one of the 
approaches the Canadian Post has used is contract post offices. 
That is, they have contracted these out to the private sector to en- 
sure that they continue to fulfill their universal service mandate. 
Maybe Ms. Anderson would like to add some more to that. 

Ms. Anderson. About the concern on the closings of rural post 
offices, as we understand it, the Canadian Post imposed a morato- 
rium on any further closings in rural areas. 

Mr. Fattah. That is, the Canadian Government imposed the 
moratorium, but the CPC would have proceeded forward absent the 
moratorium. 

Ms. Anderson. That’s correct. 

Mr. Fattah. I thank the chairman. 

Mr. McHugh. I thank the gentleman. 

There are many other questions that deserve our attention at 
this hearing, but we do have the Postmaster General very patiently 
waiting and I would like to move along to him. 

As you have so graciously done in the past, I would ask that you 
please assist us again by responding in writing to questions that 
both I and the other members of the subcommittee will submit in 
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writing, so those answers will be on the record. We look forward 
to working with you. 

As you note in your testimony, you do have a number of studies 
under way dealing with the authorities of the Postal Board of Gov- 
ernors, for example, and others. So as much as we have enjoyed 
our relationship in the past, we are looking forward to an even 
more productive one in the future. Thank you again for being here. 

Mr. Motley. Thank you, Mr. Chairman. Appreciate it. 

[Followup questions and responses follow:] 
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United States 

General Acconnting OCBce 

Washington, D.C. 20548 


G^ieral Government Divisicm 

May 30, 1997 


The Honorable John M. McHugh 
Chairman, Subcommittee on the 
Postal Service 

Committee on Government Reform 
and Oversight 
House of Representatives 

Dear Mr. Chairman: 

Enclosed are our responses to the questions you sent us in the letter dated May 
8, 1997, following our testimony at the Subcommittee’s April 24, 1997 hearing. 

If you have any questions regarding our responses, please call me at (202) 512- 
8126. 


Sincerely yours, 



Associate Director, Government Business 
Operations Issues 

Enclosure 
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GAO RESPONSES TO QliTESTIONS OF MAY 8. 1997. 

FROM THE CHAIRMAN. SUBCOMMITTEE ON THE POSTAL SERVICE 
HOUSE COMMTTTKE ON REFORM AND OVERSIGHT. 
RELATING TO THE APRIL 24. 1 937. HEARING 


QUESTION 1 

As a supplement to your post office briefing report last month, you provided the 
Subcommittee information on emergency suspensions of operations at post offices. What 
do you believe are some of the issues relating to emergency suspensions that require 
attention by either the Postal Service or the Congress? For example, did you perceive 
that the Postal Service needs to give greater attention to emergency suspensions, and 
likewise, did you find that this is an area requiring either stricter oversight or legislative 
recommendations? 

GAO RESPONSE 


We believe that one issue relating to the emergency suspension of post offices requires 
the attention of the Postal Service. The Service should ascertain the status of post offices 
that have been suspended for more than 6 months. Postal regulations require that within 
6 months, local postal officials either reopen a suspended post office or initiate action to 
officially close the post office. Our work identified a number of post offices that had 
been suspended for periods longer that 6 months-over 100 had been suspended for more 
that 5 years, and 23 had been suspended for more that 10 years. When obtaining agency 
comments on our letter of correspondence about post office suspensions. Postal officials 
agreed that this is a problem, and they stated that they have recently started to follow-up 
on post offices that have been suspended for long periods of time. 

An issue related to emergency suspensions that may need greater oversight by Congress 
is whether post offices, that were suspended for legitimate reasons and subsequently 
closed by the Service, had sufficient justification for being closed or whether they should 
have been reopened? We know that most post offices that were suspended were also 
eventually officially closed. The scope of our work did not permit us to determine 
whether these closures were for legitimate reasons; however, additional oversight may be 
needed as to whether most post offices that are suspended because of emergencies or 
other unavoidable reasons and that end up being officially closed had sufficiently 
justifiable reasons for being permanently closed. 
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QTTESTION 2 

I know that you have been monitoring the Postal Service's progress in complying with the 
GPRA requirements. Please expand upon some of your concerns in this area, specifically 
related to where you may believe the Postal Service's efforts to date may be falling short 
of the expectations and intent of the Act? 

GAO RESPONSE 

Our primary concern regarding the Postal Service's compliance with GPRA is the 
development of a meaningful detailed strategic plan that can be used to facilitate 
communication among the Service and its stakeholders to clarify priorities and reach 
consensus on achieving shared goals. Such a plan should contain (1) results-oriented 
goals; (2) a strategy for how the Service intends to reach its goals; (3) key external and 
internal factors that may affect the Postal Service's ability to achieve its goals; (4) 
performance measurements that will be used to measure performance towards achieving 
goals; and (5) indications of how key agency activities link to the desired goals and 
results and how annual performance goals link to the overall strategic goals. The 
strategic plan is due to the Congress by September 30, 1997, and as of the end of May 
1997, we were not aware of a draft strategic plan which could be shared with 
stakeholders. We are also concerned that the Postal Service will not have sufficient time 
before the plan is due to Congress to obtain meaningful comments from interested 
stakeholders or develop a consensus on key goals and strategies for reaching those goals. 


QUESTION 3 

In response to the GAO's report and recommendations on the growing revenue losses 
from Express Mall Corporate Accounts, the USPS raised the minimum balance 
requirements from $50 to $250 to maintain an account. We understand from the Postal 
Service that this has caused some consternation among some customers. GAO did not 
recommend a specific dollar amount or that this be raised, but rather suggested that the 
Postal Service could require individuals to present a valid major credit card and 
appropriate identification to open an account. Thus, if customers overdrew or used a 
closed account, the Service could locate and collect postage from those customers. Did 
you get a sense why it doesn't require applicants to have a mqjor credit card to qualify for 
an account, in the same way that some of the Service's competitors (FedEx and UPS) 
offer corporate accounts only to customers who meet this condition? The Postal Service 
can accept credit cards; is there some kind of operational problem related to handling 
credit card charges? 
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GAO RESPONSE 


As of April 25, 1997, in response to customer concerns, the Postal Service retained its 
initial deposit requirement of $250, but lowered its minimum balance requirements on 
Express Mail Corporate Accounts from $250 to $100, or one week's worth of average 
postage, whichever is higher. The Postal Service also announced several options for 
purchasing Express Mail including: 

- using a postage meter, 

- ordering with a credit card by phone, and 

- using cash, credit card, or persona] check at any post office. 

According to the Postal Service, it discontinued allowing business customers to use credit 
cards to pay for bulk mail shipments charged to corporate accounts because of the high 
transaction costs that the Service incurred. Instead, the Service is currently piloting the 
use of a centralized automated payment system (CAPS) which is designed to make 
payment for all classes of mail easier and more cost-effective. Under CAPS, two payment 
options are available (1) a centralized trust account where funds are deposited 
electronically to the CAPS bank prior to mailing and (2) a centralized debt account where 
designated bank accounts will be debited for the day's total mailings on the next business 
day. 

QUESTION 4 

For the past several years the General Accounting Office has maintained an office within 
USPS headquarters at L'Enfant Plaza. Last year it moved those employees back to the 
GAO offices. Can you share with the Subcommittee the reasons that you believe were 
considered by the GAO in ceasing its presence at L'Enfant Plaza and closing the GAO 
onsite office? Do you feel that this decision will, in any way, reduce the level of 
oversight your office will be able to provide? 

GAO RESPONSE 


As the Subcommittee may be aware, GAO has experienced a significant reduction in 
staffing levels since 1992 as a result of budget reductions. These reductions have caused 
us to reduce our staffing levels by about 35 percent since that time and eliminate some 
overhead costs that were incurred by having staff at audit sites. To obtain these cost 
- savings, GAO has moved most of its headquarters staff into the main GAO headquarters 
building during the past year. However, I do not believe that our decision to close the 
audit site at L'Enfant Plaza will affect our ability to continue to oversee the operations of 
the Postal Service. 
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QTTKSTION 5 

1996 mail volume grew, but, only at half the anticipated rate. With the 1997 accounting 
periods available, have you been able to determine if this slower growth is continuing 
and, if so, should the USPS re-evaluate its mail volume projections? 

fiAO RESPONSE 


According to the Postal Service financial statements through accounting period seven, 
that is, the end of March 1997, overall mall volume for all mail had increased for the year 
to date at a modest rate of 3.3 percent. Priority mail had the largest year-to-date volume 
increase of approximately 15 percent, while international mail had the largest year-to-date 
volume decrease of about 11 percent. In addition, First-Class volumes had increased for 
the year to date at about 1 percent, while Standard A (formerly third class) and Standard 
B (formerly fourth class) mail year-to-date volumes increased by 6.6 percent and 5 
percent respectively. The Postal Service had projected fiscal year 1997 volume increases 
for First-Class Mail of about 2.5 percent, Standard A mail by 4.9 percent. Standard B mail 
by 8.6 percent, and Priority mail by 6.3 percent. 

QT7ESTTON 6 

In your discussions of the proposals to address the revenue being lost in the express mall 
area, you say that the Postal Service "plans” to install terminals in mail processing plants 
that will allow express mail accounts to be verified before they are accepted into the mail 
stream. Were you given any indication about the time frame for the installation of these 
terminals? 

flAO RESPONSE 

As of May 1997, the Postal Service had no definite plan for installing terminals in mail 
processing plants. 

QUESTION 7 

Based on data from monitoring the Postal Service, what impact, do you believe, would 
reducing the scope of the postal monopoly to letter mail of $2 or less have on the Postal 
Service's mandate to provide affordable universal service? 

OAO RESPONSE 


Based on available data, it appears that the short-range impact of reducing the scope of 
the letter mail monopoly to $2 would not significantly affect the Postal Service's ability to 
provide affordable universal service because little of the First-Class mail volumes that are 
currently protected by the postal monopoly would become subject to competition. As 
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we stated in our report entitled, Postal Service Reform: Issues Relevant to Changing 
Restrictions on Private Letter Delivery. (GAO/GGD-96-129A), First-Class mail volume is 
critical to the Sei-vice''s overall revenue and its ability to cover operating costs. However, 
available data indicate that loss than 3 percent of the First-Class mail revenues are 
currently derived from First-Class mail that falls outside the proposed reduced limit of $2. 
In addition, there are a variety of other factors, such as a reduction in First-Class mail 
volume due to increased use of electronic media, along with costs, inflation, and service 
quality that could in the long run, in combination with the change in the scope of the 
postal monopoly, have an impact on the Postal Service's ability to provide affordable 
universal service. 

QUESTION 8 

Based on your analysis of postal finances and trends, do you feel that a request for an 
omnibus rate increase is warranted? 

GAO RESPONSE 

We do not have sufficient data to make such a determination. j 

QUESTION 9 

The Postmaster General has said that GAO has given the Postal Service a "clean bill of 
health" with regard to GAO's recommendations regarding the Postal Service's ethics 
program, procurement practices and revenue assurance initiatives. Is this an accurate 
assessment? 

GAO RESPONSE 


This is not an accurate assessment. In our January 1996 report we stated that the Office 
of Government Ethics was reviewing the Postal Service's ethics program and found that 
all areas of the program required improvement. The Office of Government Ethics 
subsequently made a number of recommendations designed to ensure that improvement 
of the Service's ethics program continues through more consistent oversight and 
management support. Based on actions taken by the Postal Service to address these 
recommendation, the Office of Government Ethics closed its recommendations. However, 
as we stated in our report on this issue, the problems that we found were due in part, not 
to the lack of internal controls, but to the negligence of agency officials in following the 
procedures. Thus, it is important to continuously monitor the agency's implementation 
of their ethics and procurement practices to ensure that agency procedures are being 
followed as intended. 
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QUESTION 10 

Piease describe the necessary steps the Postal Service must take in complying with the 
Government Performance and Results Act (GPRA), Do you think GPRA can provide the 
needed stimulus in resolving the long standing labor and management relations problem 
in the Postal Service? 


GAO RESPONSE 


GPRA requires the Postal Service to establish strategic goals, measure performance, and 
report on results. Specifically, the Act requires the Service to develop by September 30, 
1997, a 5-year strategic plan that includes a clear and concise mission statement based on 
statute, identify its results-oriented goals, and describe how the Service intends to achieve 
its goals. The Act also requires that the Postal Service obtain and consider the input of 
those affected by or interested in postal issues 

The GPRA consultation process provides the major postal stakeholders and Congress with 
opportunities to better understand the Service's mission, proposed goals, and most 
importantly, the strategies used in attaining these goal, including those that relate to the 
long-standing labor-management relations problems that challenge the Service. Our 
ongoing work related to the progress on addressing labor-management problems 
identified in our previous reports, U.S. Postal Service: Labor-Management Problems 
Persist on the Workroom Floor (GAO/GGD-94-201A&B), suggests that postal labor and 
management officials have not yet reached an agreement on how to address these long- 
standing problems. Given these challenges, GPRA provides a forum for all key postal 
stakeholders to participate in developing and reaching consensus on strategies for 
attaining results-oriented goals. Without such an agreement, it will be difficult for the 
Postal Service to effectively meet these goals. 

QUESTION 11 

Based on your recent Report regarding post office closures, does GAO consider the 
appeal process to the Postal Rate Commission (PRC) to be an adequate safeguard for 
customer concerns? 

GAP RESPONSE 


The 1976 amendments to the Postal Reorganization Act of 1970 state that before closing a 
post office, the Service must (1) consider the effects on the community served, the postal 
employees affected by the closure, and the government policy to provide effective and 
regular postal services to all areas of the country, as well as any economic savings to the 
Service resulting from the closure, and (2) provide customers with adequate notice before 
the closure and a written proposal to close and the findings that led to the closure 
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decision. We believe that the appeals process is an adequate safeguard that these 
requirements of the Service are met. However, our work did not address whether the 
appeals process and the Postal Service's actions adequately address the specific concerns 
that individual customers may have when they forward their appeals. Customers can, and 
indications are that many do, remain very concerned about the closure of their post 
office. As pointed out to us by officials of the Postal Rate Commission (PRC), by law 
PRC is restricted in the appeals process to the administrative record made by the Service, 
and cannot conduct its own fact-finding investigation or hearing. 

QDESTION 12 

Would you distinguish the difference between a closure, and a suspension? One way, 
according to your report, must be the appeals process. Is this process sufficient to guard 
unwarranted degradation of postal services? 

GAO RESPONSE 


A post office closure is when the Service permanently discontinues operations of an 
independent post office, eliminates the postmaster position, and provides affected 
customers with alternative postal services, such as a rural route. On the other hand, a 
post office suspension is when the Service temporarily discontinues operations of an 
independent post office because of emergency or other conditions, such as a natural 
disaster or a lease termination. While operations are suspended, the Service is to provide 
alternative postal services to affected customers. Within 6 months of a suspension, the 
post office should either be reopened or the process for permanently closing the post 
office should be initiated. 

Another distinguishing feature between a post office closure and a post office suspension 
is the appeals process. Affected customers may appeal a Service decision to close a post 
office, whereas a decision to suspend operations at a post office cannot be appealed. 

We have not done the necessary audit work to detennme whether the appeals process is 
sufficient to guard against unwarranted degradation of postal services for post offices that 
are closed. The appeals process has no effect as a safeguard against degradation of 
postal services in relation to post offices that are suspended. 


QUESTION 13 

During the course of preparing your 1996 report on International Mail did you find any 
evidence that the Postal Service is pricing its international services below cost? 
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GAO RESPONSE 

The Postal Service maintains that although some of its international services have lower 
markups than some domestic services, international services as a whole cover their direct 
costs and contribute to overhead costs, as required by law. Our review of the Service's 
costs and revenue data for fiscal years 1990 to 1994 supports the Service's assertion. We 
found that international mail as a whole covered its attributable costs and contributed to 
overhead costs during each of those 5 years. However, international surface mail did not 
recover its attributable costs in 1991 and 1992, and international surface letters and cards 
as well as surface parcel did not recover their attributable costs in 1990. A Postal Service 
official contends that the Service is not in violation of the 1970 Act because international 
surface mail, international surface letters and cards, and international surface parcel post 
are not considered to be classes of mail. We also noted that both international mail's 
contribution to overhead costs and cost coverage increased every year from 1992 to 1994. 

QUESTION 14 

Your 1996 report regarding the Private Express Statutes provides a range of estimates of 
the effects of relaxing the Statutes on the revenue, cost and rate of the Postal Service. 
What factors should be considered if the Statutes were to be changed? 

GAO RESPONSE 


We believe that several key factors need to be considered in the deliberations on 
proposed legislative changes including what mail volume the Postal Service might lose, 
how competitors would respond, whether the Service could improve service quality and 
control operating costs, whether the Service could meet its public service obligations if 
increased competition were permitted, and what would be the possible consequences for 
all stakeholders, including the Service, the American public, and the Semce's 
competitors? 
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Mr. McHugh. With that, we can immediately start our second 
panel. Before our two gentlemen are seated, let me administer the 
oath. 

[Witnesses sworn.] 

Mr. McHugh. The record will show that both gentlemen re- 
sponded to the oath in the affirmative. 

Gentlemen, welcome. I noted in my opening statement, at least 
financially, you have had a very successful year. You heard a ques- 
tion earlier as to how the recent success of the Postal Service has 
come about, and I suppose there are many answers to it. Certainly, 
the workers who have done an absolutely incredible job through 
some less than ideal weather conditions, particularly as of late, and 
meeting those proverbial appointed rounds. 

But as I noted as well, a good share of that credit has to fall 
upon the management and the efforts that you have made. So, as 
the two top representatives of that management part of the team, 
we thank you and we welcome you here today and we look forward 
to your testimony. Postmaster General Runyon I welcome you 
again and say that our attention is yours, sir. 

STATEMENT OF MARVIN T. RUNYON, POSTMASTER GENERAL, 

AND CEO, U.S. POSTAL SERVICE, ACCOMPANIED BY MI- 
CHAEL COUGHLIN, DEPUTY POSTMASTER GENERAL, U.S. 

POSTAL SERVICE 

Mr. Runyon. Thank you, Mr. Chairman. 

With me today is Deputy Postmaster General Mike Coughlin, 
and in the interest of time I would like to summarize the testimony 
that you received and ask that the full testimony be received into 
the record. 

Mr. McHugh. Without objection, so ordered. 

Mr. Runyon. I am pleased to report to the committee that the 
state of the Postal Service is very good. Financially, we expect to 
turn a third consecutive year profit. Our volume continues to climb, 
although behind what we had hoped. We had rather feeble growth 
in First Class Mail and that is of particular concern to us. We 
think it is a sign of the growing challenge that we face from rapidly 
developing communication technologies. We also face key chal- 
lenges to raise our 2 - and 3-day First-Class service scores and to 
improve labor management relations. 

Customer satisfaction and customer support remain extremely 
strong. We are making steady progress implementing Customer 
Perfect!, our effort to bring the Baldridge principles of management 
to the Postal Service. We are integrating the new Office of the In- 
spector General into the organization. We continue to work closely 
with major customer segments getting their input and their per- 
spective. That is especially true when it comes to legislative reform. 

Legislatively there are four key pillars that we think are nec- 
essary: Any bill must preserve universal service; the second, it 
must provide practical incentives to control costs; third, it must 
support products that meet changing customer and marketplace 
needs; and, last, it must modernize the ratemaking process. 

For the immediate future, we’re working closely with the Gov- 
ernors examining the revenue needs and the rate structure for next 
year and beyond. During his appearance last month. Chairman del 
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Junco indicated the Governors would likely have a decision within 
60 to 90 days, and I believe the board will hold to that schedule. 

Mr. Chairman, that’s a quick snapshot of the Postal Service 
today, and I would like to ask, as I say, the full testimony to be 
entered into the record. 

Also, Mr. Chairman, I would like to ask your permission to make 
another comment at this time. You asked a question of the Gov- 
ernors when they were here if they cared to say anything about the 
Coke matter that is under investigation by the Department of Jus- 
tice. I would like to respond to that question at this time, if I could. 

Mr. McHugh. Please do, yes, sir. 

Mr. Runyon. I’d like to give you the facts as they relate to myself 
in this matter. 

In 1977, I invested less than $13,000 in Coca-Cola stock. In 12 
years later, I went to the Tennessee Valley Authority. That stock 
was placed in a blind trust. When I left there in 1992, it was still 
in a blind trust. 

In December 1992 — in December 1993, I met with my financial 
advisor. Each time he told me that he thought that I should get 
out of that blind trust if possible because the returns on the blind 
trust were not meeting market value. I talked to my — in 1994, I 
talked to my general counsel and ethics advisor and asked them if 
it was necessary as a Postmaster General to have a blind trust. I 
was told that that was not customary and wasn’t necessary, at 
which time they helped me with the Office of Government Ethics 
to remove myself from that blind trust, which I did. 

At that time I was assured that if there were going to be conflicts 
they would inform me of it. Later, the alliance with Coke was origi- 
nated by our marketing department. I did not ask that that be 
done. I didn’t think of that idea. It was something the marketing 
department had. I attended a few of those meetings. 

After one of those meetings, a lawyer from the general counsel’s 
office in her behalf came to me and said that I should recuse my 
Coke stock — recuse myself from dealing in the Coke matter because 
I owned Coke stock and I might consider divesting myself. I 
recused myself immediately; never entered any other discussions 
with the Coca-Cola matter. 

I immediately asked my general counsel to assist me with the Of- 
fice of Government Ethics to divest myself of the Coke stock. I got 
the permission to divest myself of that Coke stock, and at that 
time, when I got it, I immediately divested myself. 

So, I did both things that were recommended both to recuse my- 
self and divest the stock. I was told I might ought to do one or the 
other. I did both. And when I divested myself of that stock, I did 
not receive any profit as a result of it because the Coke alliance 
never took place. There was a thought that I would receive money 
in excess of what the stock was worth because of the alliance be- 
tween the Postal Service and Coke. That didn’t happen. I did not 
receive any profit. 

I have been in public service now for 9 years. I was in private 
business for 43 years before that and I have never had a question 
asked about my ethics before. This is really a rather traumatic 
thing with me. It is something that I would never have expected. 
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It’s not something that I’m really thrilled about. I don’t really like 
to talk about it, b^ut the fact is it’s there and it shouldn’t be there. 

I’m in Government service not to make money. I didn’t come here 
to make money. I came here because I had an opportunity to come. 
And I feel that if people have an opportunity to provide Govern- 
ment service, they should take it. 

I owe a lot to this Government. It has been very good to me for 
72 years. It’s given me more opportunities than you could imagine. 
When President Reagan and his Chief of Staff Howard Baker 
asked me to serve as chairman of the Tennessee Valley Authority, 

I saw that as an opportunity to do just what I said, and that is to 
give something back to my country. I did serve during World War 

II in the service as many of us did. But I think that more is re- 
quired if you can provide it. I saw that as an opportunity. 

I also saw it as an opportunity to give something to my Govern- 
ment, because if we could prove that Government could operate as 
efficiently as a business, then that would be a big benefit to the 
Government. We proved that at TVA. And we are doing a pretty 
good job of doing that at the Postal Service at the present time. 

So I saw this as the opportunity to repay a debt that I felt I 
owed. I think that basically covers everything about the facts. 

As you know, the Department of Justice has an ongoing inquiry. 
It has been ongoing now for 8 months, and will continue for I don’t 
know how long. I’m sure the chairman can appreciate the sensi- 
tivity connected with this inquiry. I have nothing to hide, and 
that’s why I’m here today prepared to answer questions if you 
would have any questions on this matter. I would appreciate, 
though, the chance, if you ask very detailed questions, to provide 
detailed answers in writing so that there could be no misinter- 
pretation about what those answers were. 

So with that, Mr. Chairman, I would be glad to take any ques- 
tions, if you have any on that subject, if not, then Mike and I would 
be glad to talk about the post office. 

[The prepared statement of Mr. Runyon follows:] 
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STATEMENT BY MARVIN RUNYON 
POSTMASTER GENERAUCHIEF EXECUTIVE OFFICER 
UNITED STATES TOSTAL SERVICE 

BEFORE THE 

SUBCOMMITTEE ON THE POSTAL SERVICE 
HOUSE OF REPRESENTATIVES 
April 24, 1897 


Good afternoon, Mr. Chairman. With me is Deputy Postmaster General Mike Coughlin. 

We are pleased to be here today. 

I would like to thank the Subcommittee for its courtesy In rescheduling this hearing. 

I'm pleased to report that the flu has flown. I'm feeling St and looking forward to helping my fellow 
postal employees close out another good year with a strong finish. 

Earlier today, this Subcommittee heard from the General Accounting Office. And last 
month, you received reports from fee Posfel Service's new inspector General and the Governors 
of the Postal Service. 

I know that the GAO understands the linanoial and service success the Postal Senrice 
has achieved, and the need to continue this progress to preserve universal service in the fece of 
growing competition. They have been an aJy in this process. 

Their advice and recommendations have helped us improve. Their reports have documented our 
progress in strengthening our ethics program, improving purchasing practices, and expanding revenue 
assurance initiatives. Also, fee Office of Govemment Ethics has given us a clean M of health. I will - 
submit their letter for the record, vye regard all these efforts as essential elements of our success, 
i recognfee that they are of great importance to feis Subcommittee as well. 

The insights of the new Inspector General will add to this effbrt She has made 
substantial headway in establishing her new office, with the support of fee Inspecflon Service and 
the rest of the Postal Service. I can assure you our support will continue. Welooktbnwardtoa 
long and effective relabonship feat will promote fee healfe and viability of the mail 



56 


2 

In their testimony, the Governors highlighted some of the key performance figures 
reflecting the hard work and success that postal employees have delivered over the past year. 

I would like to begin my review by echoing their praise for the dedicated men and women who 
deliver the nation’s mail. 

American songwriter In/ing Berlin once said, “The toughest foing about success is that 
you've got to keep on being a success." For the employees of the Postal Service, that was the 
challenge they faced over the past year. I am pleased to say they delivered. 

The heart of our universal mail system is the quality mail sen/ice we provide each day to 
every home and workplace in the nation. Today ~ thanks to the conscientious efforts of 
managers, supervisors, and craft employees ~ that heart is beating with greater strength and 
rhythm than ever before. 

We finished Fiscal Year ‘96 with a record 91 percent of local First-Class Mail delivered 
overnight. That’s four points higher than the record I reported to you last year. And ifs a dozen 
points higher than where we stood less than three years ago. 

The progress has continued this year, in quarter 2, which ended F^ruary 28. we 
matched our overnight EXFC record of 91 . That beats our previous best winter performance by 
four points. That's a significant milestone because it comes during the most demanding time of 
year when mail volumes rise, temperatures plunge, and winter hits hardest We are on course to 
achieve a new service record this year. And we are working to raise our two- and foree-day 
scores as well. 

The Postal Service also continues to do well financially. In f^ our $1.6 billion net 
income last fiscal year nearly matched the record of the previous year. And. unlike other delivery 
firms who operate in our markets, we didn’t have an annual price increase to offset inflaton. The 
beneficiaries are our ratepayers - every citizen and business, in every state, city, and rural route 


in America. 
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We are now in our third year at the same rates, set with an increase two points below the 
rate of inflation. We’re squarely on track to finish in the black for three straight years. Through 
March 28, a little more than half way through the year, net income is just over $1 . 1 billion. That's 
$243 million ahead of budget going into the low volume summer months. 

I should note, however, that when submitting our budget to the President, we indicated a 
$1.8 billion loss for Fiscal Year 1998. We have been working to bring that down and it looks like it 
will come close to $1.4 billion. We are now looking to see what we have to do to offeet that. 

With record service, stable rates, and a sound economy, it's not surprising that mail 
volumes are up. But the increases themselves are disappointing. Last year mail volume was up 
only 1.1 percent. So far this year, total mail volume is up 3.3 percent, but our flagship service, 
Fj-st-Class Mail, is up just 1 . 1 percent. 

Clearly, tiie Postal Service must continue to improve if it is going to maintain its viability in 
the marketplace. Our long- and short-term plans are designed to continue the momentum we 
have developed. We are incorporating our strategies with the planning methods of the 
Government Performance and Resuite Act of 1993. The resulting five-year strategic plan for the 
years 1 998 through 2002 will be our guidepost into the next century. We are working closely with 
the Subcommittee in developing the plan and will submit it to you by the end of this fiscal year. 

The Postal Service is also taking concerted action now to lay the groundwork for a better 

future. 

First, we're m^emfzing our mail systems to keep the mail as viable as possible. We are 
continuing classification reform, expanding process management, and accelerating investments in 
automation and robotics. 

Our plans call for investing a record $14 billion over the next five years to advance 
automation and ensure we have the equipment and facilities to provide our customers with better, 
more consistent service in the years ahead. Last year we committed over $3 billion and we 
expect to exceed that amount this year. By the end of 1998, we expect the entire letter mail 
stream - or about two-thirds of our total volume ~ will be barcoded. 
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Second, we're adding value to our product lines. For example, we're examining a 
redesign of our Priority Mali network to deliver an improved combination of speed, price, and 
reliability. This market can actually benefit from the communications revolution as more people 
order products from kiosks and home systems. The key is to provide the right mix of features that 
customers want. 

We also see growth opportunities in global markets. We’re working with postal 
administrations around the world to develop the infrastructure and products to make it happen. 
Just this month we added Brazil, China, Chile, and Saudi Arabia to our expanding Global Priority 
Mail Network. 

In May, I will join representatives of 10 nations at an international postal summit in Tokyo. 
V\^ile there, I will appear before your counterparts in the Japanese parliament We are building 
stronger global bridges for our customers. And we are giving American businesses a convenient, 
cost-effective way to sell their products overseas. 

Third, we’re continuing our two-centuries-old tradition of innovation. We're testing an 
array of new services and value-added features for our products and business appli^tions. 

We’re also looking for appropriate new ways to leverage our 38,000 retail offices. This is 
especially critical in the thousands of small offices where we now spend several dollars for each 
dollar of revenue we take in. 

Revenue growth and cost control are essential. They are the footing for low prices. 

They are the foundation for preserving our universal delivery system, that serves every American, 
six days a weeks, whether they live in an urban high-rise or on a rural road. 

The nation's post offices and the 1 28 million delivery stops we make every day are the 
soul of universal service. It's a sacred trust we have with the American people, and we're 
committed to ensuring that its benefits are bestowed on succeeding generations of Americans. 
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Some have suggested that the Postal Service should not be concerned with growth. 
“Just deliver the mail,” they say. But growth is what sustains our network. 

The fact is, our delivery obligations are going to grow no matter what we do. Between 
now and the end of the decade, we'll add millions of new addresses to our service network. 

Wherever Americans build new homes and businesses, we'll be there offering free 
delivery service. We better have additional mail to pay for it or we're going to be in trouble. 

We’ve got to grow - right along with the country - as we have for 221 years. 

Meeting that objective has never been more challenging. One reason is that businesses 
are taking steps to reduce all their costs, which includes cutting back on the mail. An even more 
disturbing development is the grovrth of electronic diversion 

For over two hundred years, the Postal Service has adapted to changes in the 
communications marketplace. Over the years, the Postal Service has prospered in the face of 
new systems that others predicted would drive us put of business: the telegraph, the telephone, 
the ^x, e-maii. 

The rival we face today, however, goes fer beyond anything faced before. Computers, 
telephones, television, and electronic ftjnds transfer are being brought together within a rapidly 
evolving communications network. This system promises one day to link nearly every home 
and business in the nation with the capability to rapidly trade messages, money, and multi-media 
content. And the process has broad support from both the government and business. 

Our key concern is that this new system takes dead aim on our most critical market: 
First-Class Mail. One-fourth of our business - indeed, the core of our business and the financial 
bedrock for universal service — is bills, payments, and statements. We already see substantial 
diversion of this business, even though the system is in Its infancy. 

Although the communications market is growing, our share of the pie is shrinking. 
Between 1988 and 1994, loss of market share cost us nearly $6 billion. The new technologies 


only increase this pressure. 
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By the year 2000, the number of electronic data transactions in the busmess-to-busmess 
market is expected to triple to 12 billion annually. The number of companies using this technology 
is expected to increase five-fold. 

The American government is a full partner in the revolution. Legislation has been enacted 
to require companies that pay in excess of $20,000 a year in taxes - some 7 million businesses 
- to pay their taxes electronically by 1999. Many states have similar initiatives. And both federal 
and state governments are working to move benefit payments from paper checks to electronic 
deposits. All federal benefit payments, including social security, will travel electronically by 1 999. 
That affects 400 million payments a year, more than $100 million a year in postage. 

The larger threat, however, lies with the diversion of household-to-business maii. 

Aithough the impact so far has been minimal, the trend is picking up steam. 

Last year, I mentioned that a major bank was running full page ads in The Washinntnn 
East offering electronic banking and bill payment. They still are. Only now their ads include 
comparisons to nearly a half-dozen of their competitors. And one of those is running its own 
full page ads. 

The household market is heating up. It's only a matter of time before growing public 
acceptance and access to technology open electronic payments and message delivery up to 
much wider public consumption. 

The Postal Service faces a future of growing competition across all product lines. There 
is a question as to how fast these changes will occur. However, there is no question that the 
Postal Service must begin preparing for them now. 

This Congress will play a defining role in that process. We are concerned by a number of 
legislative proposals now in motion. One would mandate price discounts for certain types of maii 
without guaranteed funding to pay for them. Another would require us to provide free services to 
businesses that have entered our retail markets. A third would eliminate funding to cover workers’ 
compensation payments for employees of the old Post Office Department That would oblige us 
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to book an immediate loss of $240 million.^ And the Postal Service Core Business Act of 1997 
would apply even broader constraints that would freeze innovation and hamstring our ability to 
respond to customer needs. 

The key postal issue of this Congress, however, is HR 22. No other single action is more 
important to preparing the Postal Service for the 21st century. I want to thank this Subcommittee 
for the tremendous work that has gone into this effort. 

Mr Chairman, you have said the time is now to shape final legislation. That 1 997 is the 
year. The Postal Service Is ready. We have our sleeves rolled up. We're eager to work with you 
and all other interested parties to finish the job; 

Within the postal community, there is a developing consensus for change. The four pillars 
of agreement are these. First, the bill must preserve universal service - the binding force of the 
mail that unites us east and west, rural and urban, rich and poor. Second, it must provide a 
practical incentive to control costs. Third, it must support progressive products that meet 
changing customer needs. Finally, it must modernize a rate-making process that is too complex, 
costly, inflexible, and time-consuming. 

Now we need to finalize the specifics. Last week, you held hearings on ratemaking. 

The Postal Service supports the concept of pricing freedom with proper index controls. This is a 
proven approach which makes good business sense and protects customer interests. To be 
successful, however, the index must reflect the industry it serves. This is critical. We support 
changes in the index so that it accurately models the mix of labor and technology in the Postal 
Service. 

There is a growing consensus among the postal constituencies on the need for change, 
and the direction of change. In the days and weeks ahead, we look forward to reaching accord on 
these and other provisions of a final bill that will deliver a United States Postal Service ready to 
serve the nation at home and around the world in the next century. I am hopeful and optimistic 
that all of the stakeholders can work together to enact legislative reform meeting these goals. 
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The Postal Service has come a long way in the past two years. We have a long way yet 
to go. We have another $5.1 billion in prior year losses to restore. We have ambitious plans for 
improving mail service and high targets for new service records And we have an abiding vision 
for protecting universal service and delivering it vibrant and intact for a new century of Americans. 

With your continuing help, we can deliver a Postal Service that is ready for the global 
challenge of the 21st century. A Postal Service that serves America tomorrow, as it does today - 
everyone, everywhere, every day. 

# # # # 
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Mr. McHugh. Well, I thank the gentleman for his comments. As 
I believe you indicated, they were not part of your prepared testi- 
mony, and I wasn’t aware you were going to make them, but I was 
pleased to have the subcommittee give you that chance. 

Let me first start by saying I, certainly as an individual, never 
in my mind questioned your motivations as to why you are serving 
in the position that you hold. Anyone with a second grade ability 
to read the English language and caring to read a resume would 
understand that you have probably been in far more lucrative posi- 
tions in the past than you are now. 

I admire the devotion and dedication to your country that you 
bring to this job. As you indicated very correctly, I provided the 
Postal Board of Governors the opportunity to comment should they 
so choose. I did so because we are an oversight committee by defi- 
nition. And no matter how distasteful this circumstance is to you 
personally, and I fully understand that, it is nevertheless a topic 
that, as a legitimate oversight committee, we are forced to face. I 
wanted the record to show what was obvious to everyone who 
knows anything about the Postal Service that this issue was out 
there. And that, insofar as I was concerned, I felt it best for every- 
one’s interest — the taxpayer, the Postal Service, its customers, this 
subcommittee, and probably most importantly, you — to let that 
Justice Department investigation continue and hopefully reach a 
timely conclusion. 

My opinion in the intervening time from that last hearing to this 
has not changed. I was going to provide you the opportunity to 
make a comment, as I did the Postal Board of Governors, with the 
same assurance to you that I made to them. That is, if you choose 
not to, I understand that. 

I am very hesitant to, at this time and in this situation, begin 
a detailed hearing on that circumstance. I am not aware that we 
have half the facts, let alone all of them. I don’t believe you came 
prepared, truly, to answer those questions. If you did, that is fine. 
But I wouldn’t want to make that guess. 

And so, I, as the chairman, would suggest to my fellow Members 
here — and we run a democracy on this subcommittee, and if I am 
overruled so be it — that we take your statement for the record as 
you made it today, and that we continue to allow the Justice De- 
partment to finish. And then, we will go into this matter because 
it is far too important for us to overlook. 

I would also say that, while it is my opinion we should let the 
Justice Department continue its work, I don’t think that should be 
forever. Eight months is a long time. We had a meeting yesterday, 
the subcommittee staff, and we decided we will express our interest 
in seeing this brought to a timely conclusion. I would hope you 
would support that kind of initiative. 

Mr. Runyon. I certainly would. 

Mr. McHugh. Justice delayed is justice denied in my opinion, so 
I would on that topic yield to any other Members who may have 
any comments on that, and certainly to the gentleman from Penn- 
sylvania, Mr. Fattah. 

Mr. Fattah. Well, Mr. Chairman, we discussed this somewhat at 
the last hearing. My feelings have not changed which is that I 
think that Washington is too — is too — too enmeshed in destroying 
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people’s reputations without any facts. If there is an investigation, 
it should be brought to some conclusion and expedited. I think the 
Justice Department has a responsibility to do that. And I think 
that as a Member of Congress, at the least we should give you and 
anyone else appearing before us, or as part of the Federal Govern- 
ment, the protections that you fought for in the war, which is that 
in America you are innocent until proven guilty. And absent any 
charge, you should, I mean, not even be, I think, put into a position 
in which these matters are commented on in the way that they 
have been in the press and other places. 

I think that for our committee we should be focused on the sys- 
tems involved. I would assume that the Board of Governors has in 
place ethics and accountability procedures that would touch upon 
every aspect of the Postal Service, and to the degree that that is 
not in place, we should, as part of our oversight responsibilities, try 
to help think through that. 

But we should not assume because of the headline, either related 
to you, the President of the United States — we talk about justice 
denied, justice delayed. I mean, they are still looking at matters 
relative to 10 years ago when he was in Arkansas. I think that — 
or the Speaker of the House, anyone else, I think that these mat- 
ters really rub against the whole spirit of your comment about the 
desire of people to want to be involved in public service. And I don’t 
think we encourage many more to want to offer themselves to 
make a contribution when they see the kind of examples that are 
set and the way that some of these matters are handled. So I thank 
the chairman for the opportunity to comment. 

Mr. McHugh. I thank the gentleman for his comments. 

Any other Member choose to address this at this time? 

Mr. Owens. I really would like to support your manner of han- 
dling this, Mr. Chairman, and say that as public officials we are 
well aware of the barracuda approach taken by the media on these 
kinds of perceived wrongdoings, and it is most unfortunate. I think 
the American people would like to have the media direct most of 
its attentions on the operation of the post office. There is a love af- 
fair with the post office. Everybody needs it and wants and every- 
body has high expectations. I have lots of interaction and com- 
plaints about the Postal Service. I think that is why I am here for 
and that particular matter is quite minor compared with the over- 
all work of this committee and of this agency. 

Mr. McHugh. I thank the gentleman. 

With that, we will put aside that issue to another day. An uncer- 
tain day, but another day at some point. 

Mr. Runyon. Right. 

Mr. McHugh. It does, I think, take us back to one of the topics 
that the GAO has talked about and that was the focus of their tes- 
timony here today, at least in part. It is the problem of procure- 
ment and less than well-defined ethical standards where manage- 
ment employees procured certain items where there was a conflict. 
And that, in turn, ties into the other reports that they have issued 
with respect to Express Mail corporate accounts and the problems 
they have delineated, and also to the bulk mail business acceptance 
practices issue. 
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You heard Mr. Motley respond to your efforts to address the con- 
cerns raised in those reports I described as a work in progress. I 
think it is very important that you are able to assure this sub- 
committee and, probably even more important, that you are able to 
assure the constituent groups and public at large that that kind of 
internal oversight is a primary focus of this new administrative 
team. And that that, in turn, shows your — not just need for but 
rather your ability to handle even more flexibility that is an impor- 
tant part of the reform effort. 

Do you want to talk about those reports, the ethics standards 
with respect to procurement, bulk mail, and EMCAs? 

Mr. Runyon. Yes, sir, I would like to talk about some of those. 
First, I would like to ask to you accept into the record the program 
that we have. 

Mr. McHugh. Without objection, that document will be filed in 
its entirety. 

[The information referred to follows:] 
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THE U.S. POSTAL SERVICE ETHICS PROGRAM 
I. Legal requirements for agency ethics programs. 

The Postal Service is required to administer an ethics program in conformity with 
the ethics laws and regulations applicable to the Executive Branch. Under the 
Ethics in Government Act of 1978, § 402, as amended, 5 U.S.C. App., and 
Executive Order 1 2,731 , § 301 ,' general oversight and regulatory authority over 
agency ethics programs have been centralized in the Office of Government Ethics 
(OGE). In addition to establishing substantive ethics rules in the Standards of 
Ethical Conduct for Employees of the Executive Branch and certain other 
regulations, OGE has prescribed rules governing the mandatory content of agency 
ethics programs, primarily in 5 C.F.R. § 2638.202-203. These requirements divide 
program responsibilities between the agency head and a designated agency ethics 
official for each agency. 

Under section 2638.202, the agency head is responsible for leadership, resources, 
and selection of a designated agency ethics official. 

Under section 2638.203 of Title 5 C.F.R., the designated agency ethics official shall 
coordinate and manage the agency’s ethics program, which consists of the following 
elements: 


• liaison with OGE 

• review of financial disclosure reports 

« education and training programs (specific requirements in 5 C.F.R. § 
2638.701-704) 

• monitoring administrative actions and sanctions 

• counseling 

• record keeping 

• periodic evaluations 

• coordination with the Inspector General. 

Section 224.47 of Title 39 of the Code of Federal Regulations establishes the 
General Counsel as the Postal Service's designated agency ethics officiai. 

II. Postal Service Ethics Program. 

In addition to Senior Vice President and General Counsel Mary Elcano, the Postal 
Service’s Designated Agency Ethics Official (“DAEO”), other agency ethics officials 
include the Alternate Designated Agency Ethics Official (“Alternate DAEO”), Charles 


' The President is empowered to estabiish employee conduct reguiations by 5 U.S.C, § 7301 . By 
virtue of 39 U.S.C. § 410(b)(1), this section and the regulations appiy to the Postai Service. 
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D. Hawley, Senior Counsel for Ethics, Civil Practice Section, Law Department, and 
William R. Gilligan, Managing Counsel, Civil Practice Section. Wendy A. Hocking, 
an attorney and Team Leader for Ethics Training, along with several other attorneys 
and paralegals in the Civil Practice Section have received ethics training and share 
various ethics program responsibilities. A number of attorneys in the National 
Litigation. Legal Policy, and Corporate Law sections of the Law Department have 
received ethics training and are involved in the various aspects of the ethics 
program, primarily focused on client training. In addition, 23 people from Postal 
Service Headquarters serve as the designated ethics representatives for their 
departments, and receive special training in ethics matters on at least an annual 
basis 

In the field, the ethics program is aided by the Managing Counsels in the Law 
Department’s eight Field Offices. The Managing Counsels and selected field office 
staff administer the confidential financial disclosure process for field employees. 
Moreover, each Performance Cluster has designated Ethics Resource contacts, 
typically managers in the areas of Human Resources, Finance, and Administration, 
are designated Ethics Resource contacts. 

Following is a summary of the ways in which the Postal Service’s ethics program is 
administered to address each element defined by OGE. 

A. Liaison with OGE. Liaison with OGE is provided within the General Counsel’s 
office at several levels. The General Counsel has personally met with the Director 
of the Office of Government Ethics on several occasions. Both the Director and 
OGE’s General Counsel came to the Postal Service to view the 1 995 ethics training 
broadcast with Postal Service officers. 

Day-to-day liaison with OGE is provided by the Alternate DAEO, Senior Counsel 
Charles Hawley; Managing Counsel of the Civil Practice Section, William Gilligan, 
and by Civil Practice staff attorney Wendy Hocking. Mr. Hawley frequently consults 
with OGE’s General Counsel’s office and with OGE’s desk officer assigned to the 
Postal Service. He is an active member of the Interagency Ethics Council, meeting 
monthly with ethics officials from OGE and other agencies to compare notes and 
work on matters of common interest. Mr. Gilligan consults with OGE 
representatives on a frequent basis, and Ms. Hocking has been working closely with 
OGE's Associate Director for Education and her staff on training matters, as well as 
participating in the monthly meetings of the Interagency Ethics Council. 

At the Postal Service’s invitation, OGE’s training unit provided ethics training for 
USPS headquarters departmental ethics representatives in March (topic: general 
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ethics) and will provide training in October (topic: collection and review of 
confidential financial disclosure reports) of 1997. OGE will also conduct an ethics 
workshop for the Law Department’s Managers and ethics attorneys on May 1 , 1 997. 

The Postal Service annually sends the maximum allowed representation (most 
recently 10 people) to OGE’s 3-day Annual Ethics Conference, to learn about OGE 
requirements and recent developments in government ethics, participate in training 
seminars, and network with fellow government ethics professionals from OGE and 
from other Executive Branch agencies. The Postal Service's delegation has 
consisted primarily of ethics professionals from the headquarters and field 
components of the General Counsel’s office, together with representation from 
Purchasing and from the Inspection Service. 

Annually, the General Counsel’s office has filed a required statistical report in the 
format specified by OGE, due at the end of January. This report provides OGE with 
data concerning agency programs in the areas of financial disclosure, training, 
counseling, and other matters. 

B. Review of Financiai Disclosure Reports. Two reports are collected from 
different groups of employees: (1 ) SF 278 (public report), and (2) OGE 450 
(confidential report). The Postal Service’s procedures for filing and review of these 
reports as developed since 1 993 were codified in a Management Instruction that 
was issued and disseminated in January 1997. 

1. SF 278. Public reports are required to be submitted by all employees serving in 
positions paid at a rate equal to 120 percent of the minimum rate for GS-15. (This 
filing threshold is currently $85,073). The reports are filed when an employee first 
enters such a position, annually thereafter in the spring, and again upon leaving the 
Postal Service. Corporate Personnel Operations notifies the filers, who return the 
completed reports to the Civil Practice Section of the General Counsel’s Office, 
where they are reviewed and certified. Approximately 725 postal employees are 
currently required to file the public reports. 

SF 278 is also used by nominees for Governor of the Postal Service. The Alternate 
DAEO reviews each of these reports in coordination with the Office of Government 
Ethics and the White House Counsel’s office, prior to submission of a nomination to 
the Senate. Afterwards, the Alternate DAEO has provided an evaluation of the 
report if requested by the Senate committee considering the nomination. Once a 
Governor is confirmed, he or she submits an annual report which, though 
confidential by law, uses SF 278. These reports are reviewed by the Alternate 
DAEO. 
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Conflict Check Procedures . As explained in the Management Instruction on 
Financial Disclosure Report Procedures for the U.S. Postal Service that was issued 
in January 1997, federal criminal law prohibits postal employees from knowingly 
participating in any particular matter that will have a direct and predictable effect on 
their own financial interests, or those of certain family members, business 
associates, and organizations. It is the personal responsibility of each employee to 
comply with this law, and to identify and avoid conflicts of interest. Employees 
receive training regarding their ethics obligations, and are encouraged to seek 
information and advice with regard to ethics matters from the DAEO, Alternate 
DAEO, and other agency ethics officials. 

To assist employees in detecting potential conflicts between certain postal business 
matters and the reported holdings (as required by SF 278 forms) of the postal 
Governors, the Postmaster General, and the Deputy Postmaster General, the 
General Counsel has developed a process for performing conflict checks. Up-to- 
date information is obtained monthly from the Marketing, Finance, and Purchasing 
areas, and from the Board’s Secretary and various management committees, with 
respect to business matters being contemplated or pursued by the Postal Service. 
The Civil Practice Section then performs conflict checks prior to management 
meetings and the monthly Board of Governors meeting. Software has been 
installed that allows conflict of interest checks to be performed by searching 
databases of individuals’ coded financial information for “hits” with business names. 
If a search should reveal a match, the individual is contacted immediately and 
advised to recuse himself or herself from all official matters pertaining to that 
business until the situation can be fully analyzed. 

In addition to the computerized checking process. Law Department ethics staff have 
initiated screening processes to ensure that executives who have executed recusal 
statements do not participate in postal business that involves or affects any of their 
actual or imputed holdings. The screening process involves making the direct 
reports and staff of the executives aware of the recusal statement and the 
businesses listed therein so that postal matters involving those businesses will not 
come before the executives until and unless it is determined that there will be no 
actual or apparent conflict, or a waiver is received allowing participation in the 
matter. 

As an added means of detecting potential conflicts of interest, all the Law 
Department sections coordinate regular meetings with their client organizations to 
identify pending and proposed postal business matters and the parties involved in 
them. Conflict checks are then performed using this information, and matters 
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appearing to involve a potential conflict for a governor or officer will be identified, 
researched, and resolved at an early stage. Whenever appropriate, the General 
Counsel will seek waivers and certificates of divestiture from OGE for postal 
officials. 


2. OGE 450. The Postal Service is required to obtain confidential financial 
disclosure reports, using Form OGE 450, from employees paid at levels below that 
for filing SF 278, if their positions involve substantial responsibilities in contracting, 
law enforcement, or certain other matters. There are currently approximately 6,400 
employees in this category. Reports are to be filed upon entering such a position, 
and annually on October 31 . Under existing practice, as codified by the 
Management Instruction, each Vice President determines which employees should 
be directed to file, from headquarters and headquarters-reiated units. Headquarters 
and headquarters-related units file their forms with their Vice President, each of 
whom has designated an ethics representative to receive, review, and maintain the 
reports, with advice and assistance from Civil Practice. If the ethics representatives 
themselves are required to file OGE 450, their forms are reviewed and maintained 
by the Civil Practice Section. By request of the Chief Operating Officer, Human 
Resources at headquarters maintains a standardized list of positions required to file 
from field organizations. For field employees. Human Resources initiates a mailing 
from the Minneapolis Information Systems Service Center (ISSC) notifying those 
required to file reports. Field employees file their reports with the assigned field 
counsel office, which reviews and maintains the reports. 

Kit, Formats and Review Training . To assist both headquarters ethics 
representatives and field counsel in performing their functions, since 1993 the Law 
Department has annually distributed to them a detailed Kit for Collecting 
Confidential Financial Disclosure Forms. These kits contain: a cover letter from the 
DAEO; checklists showing deadlines for collection and review; a transmittal letter 
from the DAEO to filers; four summary report forms to return monthly to show the 
progress of their work, and a final report form; a sample delinquent filer letter; and 
other suggested strategies for following up with delinquent filers. The summary 
reports are used by Civil Practice to prepare the annual statistical report required by 
OGE each January. In the fall of 1997, all headquarters ethics representatives and 
field counsel are scheduled for an additional four-hour OGE training session at 
Postal Headquarters on the collection and review of OGE 450 forms. 

C. Education and Training. OGE regulations require two types of training: (1) 
introductory familiarization for new employees, and (2) annual training for filers of 
financial disclosure reports. Each of these types of training must be at least one 
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hour in duration. The Postal Service also provides other supplemental ethics 
training. 

1. Introductory Familiarization. When the current OGE training regulation took 
effect in 1992-1993, the Postal Service was required to make certain information 
available to its more than 700,000 employees, and to provide each employee with 
one hour of familiarization with the Standards of Ethical Conduct for Employees of 
the Executive Branch. This was accomplished through several actions. First, the 
General Counsel’s office prepared a letter that was signed by the Postmaster 
General and mailed to all employees, providing notice of the Standards, announcing 
the forthcoming familiarization training, and providing the names and telephone 
numbers of ethics advisors. Next, with professional assistance, the General 
Counsel’s office prepared a video training tape, “Ethics and You,” which was 
distributed throughout the Postal Service for showing to ail employees. Several 
thousand copies of the Standards were mailed to offices around the country to be 
available to employees upon request, in connection with the training. 

Subsequently, the General Counsel’s office assisted the Corporate Training 
organization to produce a new module on ethics familiarization to be included in 
training new employees. For the past year, course materials have included an 
edited version of the “Ethics and You” video, written materials for the Instructor, and 
handouts for the employee including a summary of the Standards of Ethical 
Conduct, a list of USPS ethics advisors, and information about where to consult the 
full text of the Standards, in addition, the full text of the Standards of Ethica! 
Conduct can be accessed and downloaded by employees on the Postal Service’s 
Web site. Other ethics information, including a training calendar and updated 
reference lists, wil! be added to the Web site during the next few months. 

2. Annua! Training for Filers. Beginning in 1993, OGE regulations have required 
that all filers of financial disclosure statements receive at least one hour of ethics 
training every year. The General Counsel’s office has coordinated each year’s 
training, which has been accomplished through the production of Postal Satellite 
Training Network (PSTN) broadcasts for all Postal Service financial disclosure filers 
at headquarters and in the field, in 1993, the training featured a panel of ethics 
professionals answering questions in interactive call-in format. In 1 994, an ethics 
training video produced commercially for the Department of Defense was modified 
for the Postal Service broadcast. In 1995, ethics counsel from the General 
Counsel’s office served on an interagency committee which produced a 
Government-wide training broadcast, with an interactive call-in component. In 
1996, the General Counsel’s office coordinated a satellite broadcast using 
selections from a second government-wide broadcast earlier in the year and adding 
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postal material presented by the General Counsel and other Postal Service officers, 
including the Chief Operating Officer, the Chief Postal Inspector, the Vice President 
for Human Resources, and the Vice President for Purchasing. 

Each year, video copies of the training are produced for use by those employees 
unable to participate in the broadcast. Each organization is assigned responsibility 
for scheduling its own filers to receive the training, and for reporting the results back 
to the Postal Service’s Corporate Training organization. In 1996, the ethics 
broadcast was viewed either live or on tape by at least 7,472 employees in 
fulfillment of their annual ethics training requirement, a significant increase over 
1995, when 4,346 employees saw the broadcast. 

Since 1994, the General Counsel or her staff has provided annual ethics training to 
the Board of Governors at one of its regular meetings. In 1 996, ethics training was 
provided to the Board of Governors at its December meeting. 

3. Voluntary Training. The General Counsel’s office and other offices in the 
Postal Service have sponsored numerous other ethics training sessions to focus on 
specific needs. 

a. Ethics resource training. In 1993, following introduction of the new Standards 
by OGE, the General Counsel’s office recommended to management that a full day 
of ethics training be provided to individuals throughout the field organizations who 
could then serve as ethics resources for their organizations to field routine 
questions and channel issues needing legal review to the appropriate field counsel. 
Field management designated about 170 employees to add the ethics resource 
function to their duties. Attorneys from the General Counsel’s office trained them at 
several locations around the country. Also in 1993, about 20 headquarters ethics 
representatives were named by the Vice Presidents and trained by the Law 
Department. 

In March 1997, current headquarters ethics resource people received an ethics 
overview training. They are also scheduled in October for specific training 
regarding the confidential financial disclosure report process. In addition. Law 
Department Headquarters and Field attorneys will receive refresher training in 
Ethics on May 1 , 1 997. 

b. Procurement ethics training. Developments on several high-profile contracts 
have reminded the Postal Service of the need to devote special attention to ethics in 
the procurement context. In 1993, the Purchasing, Transportation, and Facilities 
organizations provided a day of specialized ethics training to all of their responsible 
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personnel nationwide, about 1 ,100 trainees. Also in 1993, procurement authority 
and responsibility in these areas was consolidated under one Vice President. The 
General Counsel’s office assisted in the development of the training course, which 
was presented by outside trainers under contract. In 1994, the same group 
received 2 1/2 hours of follow-up ethics training. In 1996, working with another 
federal agency, Purchasing enhanced its training program by developing some 
interactive computerized training focusing on procurement-related issues. The 
computer-based training was subsequently adapted by Corporate Training and 
Development for use in connection with new employee orientation on a nationwide 
basis. Moreover, the new purchasing manual makes procedures uniform in all 
areas of purchasing. 

c. Filer training. In 1993, when the SF 450 forms developed by OGE were first in 
use in the Postal Service, the Alternate DAEO provided an interactive training 
session called “Cover Your Assets,” broadcast on PSTN, on how to understand and 
complete the form. The broadcast was intended for all interested filers of SF 450. 
“Cover Your Assets” is maintained as an ethics information resource in OGE’s 
Ethics Information Center. 

In addition, supplemental instructions are sent to SF 450 filers with their 450 forms, 
and to OGE 278 filers with their 278 forms; a list of ethics contacts is included with 
both packages. 

d. Requested training. Each year attorneys from the General Counsel’s office, 
both at headquarters and in the field, have provided several ethics training sessions 
for particular groups upon request. Since 1995, teams established to work on 
several important contracting assignments have requested and received ethics 
training, as has the Inspection Service's forensics section. 

In 1 996, a cross-functional ethics team was created in the Law Department to 
develop customized training programs for Postal Service departments. This year 
specialized ethics training has already been completed for the Marketing, Finance, 
and Human Resources Departments. 

e. Ethics news features. Ethics counsel at headquarters distributed an ethics 
newsletter in 1995; another is planned for 1997. Since 1996, the Law Department 
has used Postal Link (an e-mail system for 20,000 postal managers) to feature 
various timely ethics topics and reminders, such as a reminder about gift restrictions 
that was featured at the beginning of the 1 996 holiday season. Postal Link will be 
frequently utilized to inform managers about upcoming filing deadlines, raise 
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awareness of ethics issues, and widely disseminate information about ethics 
training and contacts. 

f. Officer training. In 1 994, after the new OGE Standards were introduced, the 
Alternate DAEO provided special face-to-face training sessions for the officers of 
the Postal Service, after providing them with a written summary in advance. While 
similar in content to the training for other filers of financial disclosure reports, the 
officer training provided an opportunity for more questions and interchange within 
small-group settings. This training has continued through the present, and was 
given in 1 996 to three new Vice Presidents and the Inspector General. 

D. Monitoring administrative actions and sanctions. The General Counsel’s 
office maintains direct control over all forma! divestiture actions under the ethics 
rules, and over late-filing fee assessment and collection for SF 278 filers. The 
Alternate DAEO and the Inspection Service’s Independent Counsel have been 
meeting quarterly to review the status of any ethics matters referred by the General 
Counsel to the Inspection Service for investigation. Summary sheets for ethics 
matters are maintained by the General Counsel’s Office based upon information 
provided by the Inspection Service. The Chief Inspector sent a letter to all 
inspectors in early 1997 reminding them of their obligation to notify the General 
Counsel and the Office of Government Ethics every time they make an ethics 
referral to the Department of Justice, and to provide follow-up information on the 
referrals. The General Counsel has sent a letter to the Inspector General, also, to 
coordinate the referral of matters to the Department of Justice and the Office of 
Government Ethics. 

E. Counseling. The General Counsel’s office makes ethics counseling and advice 
available upon request through the Alternate DAEO at headquarters and through 
each of the eight field legal offices. All employees have the right to request 
counseling. Counseling covers any matter arising under the Standards of Ethical 
Conduct for Employees of the Executive Branch, the Postal Service’s supplemental 
standards, and criminal statutes pertaining to ethics. The ethics representatives for 
each Vice President at headquarters and about 170 specially trained ethics 
resource personnel in the field are available to facilitate and feed into the General 
Counsel’s ethics counseling program. As a very large part of his daily work, the 
Alternate DAEC routinely provides ethics advice for the officers of the Postal 
Service and other headquarters personnel on such matters as CGE’s “widely 
attended gathering’’ exception to the gift rule, gifts or contemplated gifts by fellow 
employees, gifts received from international governments, conflicts of interest, 
outside employment and post-employment discussions, and endorsements or 
recommendations for charities, non-profit groups, or the like. Several of CGE’s 
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regulations provide for requests by employees for rulings or waivers by the DAEO 
or her representatives on ethics matters, as do the Postal Service’s own rules on 
outside employment interests and spousal service as a highway transportation 
contractor. Such rulings are issued by the DAEO or Alternate DAEO, or by 
attorneys in the field offices usually in consultation with the Alternate DAEO. 

Due to the critical importance of ethics compliance in procurement matters, in 1995 
the General Counsel directed the formation of an Ethics Advisory Council to remain 
available to explore and resolve all ethics issues surfaced in connection with major 
procurements. This Council consists of the Alternate DAEO; the Chief Counsel, 
Purchasing; the Manager, Field Support and Integration; and the Manager, 
Headquarters Purchasing. The Ethics Advisory Council was responsible for 
formulating remediation strategies in connection with issues identified in several 
recent contracts. 

F. Record keeping. OGE’s requirements for maintaining financial disclosure and 
ethics advice files, together with its requirement for annual statistical reports on 
financial disclosure, training, and other program elements, define the primary record 
keeping need. Since the Civil Practice Section reviews all SF 278 reports, that 
section maintains the files and records pertaining to those reports. OGE 450 files 
are maintained by the reviewers on-site in their respective headquarters 
departments, and by the Field Legal Offices. Requirements for the security of these 
files are contained in the associated Privacy Act Systems of Records in the 
Administrative Support Manual, and are summarized in the Management Instruction 
that was issued in January 1997. For headquarters and related units, each Vice 
President and his or her designated ethics representative have review and record- 
keeping responsibility for OGE 450s collected within their respective organizations. 
For field units, the field law offices have performed these functions, dating prior to 

1 986 when field counsel reported directly to the former Regional Postmasters 
General. Both the headquarters ethics representatives and the field counsel are 
required to report summary statistics to the General Counsel’s office for use in 
monitoring compliance and reporting to OGE. Report formats are in the Kits 
supplied in advance of each fall’s OGE 450 filing cycle. Records of ethics advice 
and counseling are maintained by the legal office providing the advice, including the 
Civil Practice Section and each field legal office. 

G. Periodic evaluations. The main elements of OGE's current requirements for 
federal agency ethics programs are a product of sweeping government-wide reform 
and standardization of both substantive and administrative ethics requirements 
introduced in 1 992-1993. These changes came at a time when the Postal Service 
was undergoing its own restructuring. OGE’s newly standardized SF 450 disclosure 
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requirement took effect in the fall of 1 992, when the widespread staffing changes 
and reassignments made it impractical to determine who should file, in time to 
comply. Early in 1 993, OGE’s new substantive Standards of Ethical Conduct for 
Employees of the Executive Branch took effect, superseding individual agency 
standards. Also in 1992-1993, OGE's training rules applied for the first time, 
requiring one-time introductory familiarization with the new Standards for all existing 
employees, similar familiarization subsequently for all new employees as hired, and 
annual ethics training for financial disclosure filers. This entailed familiarization 
training for over 700,000 postal employees. Accordingly, for 1 993 and the next few 
years, the Postal Service’s administrative task was to adjust to the new generalized 
requirements newly applicable to all agencies. The efforts of the DAEO and her 
ethics staff focused on getting sufficient systems in place to accommodate these 
requirements. 

At the time of the 1 992 reorganization and shortly after, the General Counsel made 
several changes to the management of the ethics program. She added an 
intermediate level manager (then the Chief Counsel, Ethics and Information Law, 
and now the Managing Counsel, Civil Practice) to assist the Alternate DAEO in 
directing the day-to-day ethics program. She requested each headquarters Vice 
President to designate a permanent ethics representative to work with her ethics 
staff to accomplish required financial disclosure, ethics training, and ethics 
counseling tasks. The Chief Counsel, Ethics and Information Law, and the 
Alternate DAEO then met individually with each Vice President’s ethics 
representative to explain the OGE requirements, work out with them how to achieve 
the requirements within their organizations, and provide written instructions. 
Included in these discussions was a consultation about each organization’s 
evaluation of which positions to designate as having to file Form 450. The current 
ethics representatives received overview ethics training in March 1997, and will 
receive training on the collection and review of Forms 450 in October 1997. Both 
training courses will be conducted by OGE training staff at Postal Service 
headquarters. 

Early in 1 994, after the first training and filing cycle, the General Counsel provided 
to each Vice President an Ethics Compliance Report for the VP’s organization, 
summarizing that organization’s progress in completing training and financial 
disclosure requirements. Several Vice Presidents whose organizations had not 
completed the requirements or had not reported their statistics were provided 
deficiency notices, requesting further action. 

From 1993-1995, the General Counsel’s office organized periodic general meetings 
of all headquarters ethics representatives to plan for annual filing and training 
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cycles and to answer their questions. This will be repeated in 1997. A cross- 
functional Ethics Team, consisting of an attorney from each of the Law 
Department’s sections, meets regularly to focus on ongoing ethics training activities, 
and to plan and develop the annual ethics broadcast for 1 997. 

The OGE-initiated changes and the Postal Service’s internal restructuring also 
necessitated a review of Postal Service ethics regulations to determine what 
needed to be revised. A detailed “Catalog of Ethics Responsibilities” was prepared 
late in 1993, listing all external regulatory requirements in detail and summarizing 
who currently performed which tasks in the Postal Service, and what internal 
regulations needed revision. Afterwards, the General Counsel’s office prepared a 
revision of the Postal Service’s Supplemental Standards of Ethical Conduct, 
obtained the required approval from the Director of OGE, and published in the 
Federal Register for public comment. A final rule was published in the Federal 
Register on September 11, 1995, for codification at 5 C.F.R. Part 7001. At the 
same time, the General Counsel’s office published a separate document in the 
Federal Register revising the Postal Service’s Rules of Conduct regulations codified 
at 39 C.F.R. Part 447, formally repealing material superseded by OGE’s Standards 
of Ethical Conduct for Employees of the Executive Branch, and conforming the 
regulations to the new Postal Service supplemental standards. 

As noted in section E, above, in 1 995, the General Counsel required the formation 
of the Ethics Advisory Council to quickly and comprehensively address any ethics 
issues that surface as major procurements are developed. The General Counsel's 
office also developed a new ethics clause for use in personal services contracts 
retaining individuals to work on procurement matters. 

H. Coordination with the Inspector Genera!. The General Counsel and the 
Inspection Service have ongoing communications, as well as documentation of the 
status of ethics matters referred by the General Counsel to the Inspection Service 
for investigation. The Alternate DAEO and other ethics attorneys meet quarterly 
with the Inspection Service’s Independent Counsel to address those needs. In 
1 996, the Inspection Service’s tracking system was adapted to track ethics-related 
offenses that are referred to the Department of Justice for possible prosecution. 

The tracking information is provided to the General Counsel and to OGE on a 
regular basis. The General Counsel will similarly coordinate communications and 
documents regarding ethics matters with the new Inspector General and the !G 
office. 


APRIL 1997 
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Mr. Runyon. The program we have is the result of an OGE re- 
port that is 2-years old. We worked very diligently with OGE. They 
have approved what we have, and they have given us a letter re- 
cently, which I’d also like to submit for the record, although you 
may have that. Although if you don’t, I would like to supply that 
for the record. 

Mr. McHugh. We have a copy. 

Mr. Runyon. Where they have given us a clean bill of health on 
the things that they had in their letter. 

I would like to say further that when I first came to the Postal 
Service, I was a little surprised to find out that we had three sepa- 
rate entities in the Postal Service who were doing purchasing. We 
changed that. We have one purchasing organization now that does 
all the purchasing. The way it was, it just was not being done prop- 
erly. 

Some of the things that they talked about, I think that the GAO 
talked about, are purchases that cover a number of years. I think 
Mike, can you help me with the kinds of things they’re talking 
about? Some of the property that you’re talking about have been 
many years in coming. 

Mr. Coughlin. If I recall, there were seven procurements in- 
volved in the thing and they went back I think as far as 1986, if 
I am not mistaken, and maybe the last one was around 1993 or so. 

Mr. Motley. I believe that is right. 

Mr. McHugh. Well, if I might, I suppose that’s true, but what 
is troubling to me, and I think what was at the core of Mr. Motley’s 
responses, is that none of this is new. Certainly it predates your 
coming in as the PMG, but it seems to have a pattern of reacting 
and then letting things slide again. 

I mean, if you look at the Office of Government Ethics oversight 
activities with respect to this issue over the years, as early as Au- 
gust 1995, the office report said that some improvements have been 
made, but more work was needed. Now you have the letter. 

Are you going to continue to be vigilant, is the question. Are you 
going to continue to be vigorous trustees of this very important in- 
ternal oversight activity, not just on the procurements but on bulk 
mail? 

And where we can argue with you about the figures, I think the 
reality is pretty clear that you are losing a lot of money, or have 
very recently lost a lot of money, because of not sufficiently strin- 
gent oversight and checking and the issue of the Express Mail cor- 
porate accounts. That is what we are concerned about. Not that 
you are reacting and you got a letter, but that you are going to con- 
tinue to be vigilant in that area. 

Mr. Runyon. We definitely are. You know it is not to our advan- 
tage to let money just slide through the cracks. Any time we find 
a place that we can improve our revenues, we definitely are going 
to do that. And if it’s just changing a procedure or stopping some- 
body from doing something that they’re not doing in the right way 
or having them do it in the way they should do it and checking it 
more often, we definitely are going to do that because we don’t 
want to give up revenue unnecessarily. We don’t want people to be 
able to pass mail through at less price than they should pay. So 
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we have several groups that are working on that at the present 
time. 

Mr. Coughlin. I might add, Mr. Chairman, that there’s another 
group that performs some pretty heavy oversight besides this com- 
mittee that probably doesn’t get the attention that it deserves, par- 
ticularly in the last year or two, and that is the audit committee 
of our Board of Governors. They have looked at each of the items 
that were mentioned by GAO here this afternoon as well as a num- 
ber of others. And as somebody who attends those meetings that 
they hold almost every month, they give considerable intense atten- 
tion to ensure that this Postal Service is following up and putting 
into place the internal controls that GAO found lacking in those re- 
ports. 

Mr. McHugh. Well, let me cite a specific. You had, as is men- 
tioned in several of the GAO reports, a $46 million overrun in your 
advertising account. 

The thing that I find most troubling about that is that appar- 
ently, as I understand the issue, came to light only after there was 
an internal audit that your controller had somehow — and I would 
really be interested in someone explaining the logic — someone had 
somehow convinced your controller, don’t pay attention to the ad- 
vertising account individually, just look at the bottom line, so if we 
overspend in one area, that is all right just so we come out all right 
in the end. And we are talking 1996, so this is not ancient history. 

Mr. Runyon. No it’s not. 

Mr. McHugh. I spent a little time in Government finance back 
when I had a real job and real life and worked in city government. 
Some could argue that wasn’t a real job, too. But to me it was. 

That is a pretty incredible arrangement to have. I can imagine 
traipsing down to the second floor in the city hall in Watertown, 
NY, and trying to convince the city auditor to forget about the in- 
ternal accounts and the end of the year will come out all right. He 
would have thrown me out the window. 

Mr. Runyon. Mr. Chairman, I can guarantee you that does not 
exist any longer. That will not happen in any other department. 
That is now controlled totally by line item and will be controlled 
by the controller. 

You are right; there was a mistake made. There were controls 
changed in that particular area. They are now in place and they 
will guarantee that that won’t happen. 

Mr. McHugh. That is good to hear. As I said, faith and trust in 
your ability — and by “you,” I mean generically the Postal Service — 
to handle the issues that you have is essential if we are going to 
argue and proceed on other kinds of internal flexibilities. 

I would be happy to yield to the ranking member, Mr. Fattah. 

Mr. Fattah. Thank you, Mr. Chairman. 

Postmaster General, obviously some things are going very well 
with the post office but part of oversight is to delve into some mat- 
ters that are yet to be successfully handled, and I want to ask you 
about the principal matter that concerns me, which is the whole 
issue of labor management relations. 

The Postal Service has had a long history of having very hard 
working people who somehow in their relationships with the man- 
agement things just don’t seem to work perfectly and that contin- 
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ues to today. There is also the problem of the fact that with no 
ability to strike, there is a grievance procedure which seems to 
have had a backlog that is, you know, part and parcel of the whole 
design of it. And I would like you to speak generally to what your 
plans are, what you envision, how you think you might be able to 
improve the relationships between labor and management. And 
also, on this issue of the grievance procedure itself and the backlog, 
if you could specifically respond to that. That would be helpful. 

Mr. Runyon. We have started having meetings under the sum- 
mit title and Mr. John Calhoun Wells, who is the Director of the 
Federal Mediation and Conciliation Service, is leading those meet- 
ings. He has convened us three times now I think. In addition to 
that, we are having separate meetings, individually with unions. 

And one of the first things — the first thing that we are working 
on is grievance procedure. We need to get the process fixed. The 
process, in my opinion, is not right right now. It’s not working. And 
so we need to fix the process, and we are working very diligently 
at this time to do that. 

I’m meeting with Mr. Sombrotto and Mr. Biller to address these 
things, but that is at a different level. We have other people work- 
ing at a working group level to try to resolve how we go about solv- 
ing these process problems. 

One of the reasons that we have a lot of grievances these days 
is that we are undergoing a lot of change. Automation is causing 
people to be concerned. And so that creates some problems. So we 
do have those kinds of problems and we are trying very desperately 
to resolve them. 

Do you want to speak to that, Mike? 

Mr. Coughlin. I don’t think there is much I can add that Mr. 
Runyon hasn’t already said. It’s the combination of change. I think 
we have to admit that management itself has been inflexible at 
times and in certain locations around the system, and I would sug- 
gest that there may well be a third element to the problem and 
that is some structural problems or perhaps political problems 
within the union organizations themselves. It is a complex problem 
and to try to overgeneralize about what the cause might be is prob- 
ably dangerous. 

Mr. Fattah. As part of the reform effort of the Congress, at some 
point we may consider structurally the Board of Governors and 
whether there is any opportunity there as we have seen in other 
major labor-intensive corporations that may be put on the Board of 
Governors some representative of labor or working people so that 
the board might be more sensitized, or sensitive I guess is the 
proper way to say it, to those issues. And I may not have an imme- 
diate reaction to this notion but we have seen it with some other 
major enterprises in our country that this has led to some level of 
improvement. 

Mr. Coughlin. I might just — I don’t think I would know enough 
about the experiences in those other industries where union rep- 
resentation has been on the board. I think I’d want to look at that 
before I swung one way or the other on the issue. 

Mr. Fattah. Let me ask a question that I know was covered ear- 
lier with the other witnesses, but you would probably be better able 
to respond to it. 
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I represent Philadelphia and I know my colleagues are from New 
York, hoth the chairman and Mr. Gilman probably have had the 
similar issues raised with them about the notion of this centralized 
procurement and how it would impact potentially in terms of the 
purchases of uniforms. And I know that, you know, we may seem 
like we are working at cross purposes here. We want you to make 
as much money as you can make, but the other thing we don’t 
want to see happen is there to be a negative impact in terms of 
the garment industry in terms of American workers who are earn- 
ing livable wages making uniforms for postal employees. So, I put 
it on the table; I would be interested in your response. 

Mr. Runyon. I would like to respond. At the present time, with 
the exception of footwear, there is no requirement for domestic 
source. 

Mr. Fattah. Well, we would like to have a domestic source. 

Mr. Runyon. Yes, the change that we are going to be making is 
that there will be a requirement for domestic source for all uni- 
forms under the new arrangement. So we are changing that from 
not a requirement for domestic source to a requirement for domes- 
tic source. 

We now have some 200 uniform manufacturers around this coun- 
try. And the majority of them are nonunion manufacturers. Three 
of our five largest uniform manufacturers are union manufacturers. 
Our idea is to award these contracts on a best value basis and not 
low bid. You can get low bid and be buying clothes more often. But 
we are going to be going on a best value basis. I think that’s what 
we’re planning to do. 

Mr. Fattah. Well, I won’t prolong it but I would like to be kept 
informed as you proceed through this. I have an interest and there 
are people who have been earning a living, are sending their chil- 
dren to college, buying postage stamps in Philadelphia, through 
making these uniforms, and so I have an interest in it. So if you 
would keep me informed, I would appreciate it. 

Mr. Runyon. We will do that. 

Mr. Owens. Will the gentleman yield? 

Mr. Fattah. Yes, I will yield. 

Mr. Owens. You say that you will be awarding contracts or is 
there going to be one contract? 

Mr. Runyon. It won’t be just one. 

Mr. Owens. It will be a whole series of contracts? 

Mr. Runyon. I don’t know. I can’t believe that would be just one, 
but I’ll check on that and supply it to you for the record. 

Mr. McHugh. I thank the gentleman. 

So you are going to establish a domestic content requirement. I 
don’t either want to, nor do I need to, put the words in the mouth 
of either of the two distinguished gentlemen on my right. Well, 
there are three distinguished gentlemen; only two of them spoke on 
this issue. But I think a big concern is that we have heard a lot 
in the news about forced labor, child labor, sweatshops, all of it off- 
shore. That would be very, very troubling to any of us to know that 
the Postal Service were acquiring uniforms from that kind of 
source, not the least of which is to say that the U.S. Postal Service 
wouldn’t look a heck of a lot better to most of us in American-made 
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uniforms. But you are not going to buy offshore. For the first time 
you are going to have a domestic content requirement? 

Mr. Runyon. That’s right. 

Mr. McHugh. We all agree with that but I, too, would appreciate 
being kept advised as this goes forward. 

With that, I yield to Mr. LaTourette. 

Mr. LaTourette. Thank you, Mr. Chairman. 

I will begin with some praise today and then will get into some 
issues that concern me and time will permit me to talk about only 
two of those. 

Where I am from, Cleveland, OH, you put Don Peterson in 
charge and he has been very responsible and responsive to the con- 
cerns of the folks where I am from, and I appreciate that very 
much. And I think when somebody does a good job they should get 
mentioned and I wanted to mention that to you. And I think origi- 
nally he was posted in Tennessee or Kentucky, if I remember cor- 
rectly, and he has come up to the North and he has done a fine 
job getting along with all of us Northerners, and I appreciate that 
very, very much. 

The two issues that I wanted to talk about, I mentioned in my 
opening remarks the tension that I hear from my constituents 
about the Postal Service going into the postal business. And it 
again relates to the net income figure. It relates to service as op- 
posed to turning a profit. It relates to, I think, some of the labor 
management items that are under discussion. And I just want to 
throw up two things for your comment and observation, if you 
want. 

And one is that I directly asked Mr. Motley — I receive a lot of 
mail and a lot of correspondence from people who pay attention to 
postal issues in my district and they read the article, and say, I 
think it’s swell that the Postal Service has a net income of $1.6 bil- 
lion and is making money, if you want to look at it and I think it 
is making money. They then read articles about supervisors and 
others in the hierarchy in the Postal Service receiving tens of thou- 
sands of dollars in bonuses toward the end of last year and then 
they read the articles about the fact, and Mr. Motley touched upon 
it, that there has been a 76 percent increase in grievance filings 
in the recent history. 

Now, some skeptics in my district, and in Ohio, argue that all of 
those things are all related. And that in order to turn a profit, the 
squeeze has been put on supervisors and regional directors to come 
in under budget or to turn that profit, and in order to earn a bonus 
and as a result they put the squeeze on the rank and file postal 
worker which has led to the elevation of grievances. 

I was wondering if you have an observation or a thought on that 
as to whether or not those people are just being skeptical; whether 
there is some interrelation or what your thoughts are? 

Mr. Runyon. First, I’d like to point out that in becoming more 
businesslike, the first thing that we’ve told all our employees is 
treat the customer like a customer. Provide better service. Service 
is what our business is. Our service has improved, and times I talk 
about the fact that we made some money last year, I also talk 
about the fact our quality improved last year. Over the past 3 
years, our quality has improved about 9 points. So that we are at 
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91 percent now. I think probably this quarter we will be higher 
than that because we are working at that. And that’s the most im- 
portant thing. 

Now, one of the things in the Postal Service when I came here, 
I was told that we can do service or we can do cost, but we can’t 
do both; so which one do you want? And so I said, I want service, 
and cost went west. 

And then I said, well, you have got to have some cost, service 
goes west. We now realize that service and cost go hand in hand. 

When you eliminate problems, the cost gets better. When you 
don’t have to repair something, and you only do the right thing 
right the first time, you don’t have to do it the second and third 
time. It costs less. So you can do service and you can do profits at 
the same time. And that’s what we are doing. So those people that 
say we don’t pay any attention to service, I don’t believe that. We 
are paying attention to service because that’s one — the only way a 
person can get that bonus that you’re talking about, and I’ll speak 
to that in a minute, is to make the service targets. If they don’t 
make the service targets, they don’t get the bonus. 

Mr. LaTourette. I guess that is the point that the bonuses are 
tied to service improvement and not cost containment or cost elimi- 
nation. Is that what you are telling me? 

Mr. Runyon. Both. The economic value added system that we 
have has three areas in it. One is the revenue, one is service, and 
one is employees. And we put employees in there because we recog- 
nize that when you say to somebody you need to make this money, 
they might do it on the backs of employees. So we put some meas- 
urements in there on employees to see if we could, you know, con- 
trol that, because if you are beating up employees to make the 
money or get the service, that’s not the way we want to run the 
business, and so they get graded on all three and they only get the 
bonus on that basis. 

Mr. LaTourette. And I am glad to hear that because that an- 
swers exactly the question that I get from back home. Are they all 
three equally weighted? 

Mr. Runyon. Yes, one-third. A third, a third, a third. 

Mr. LaTourette. And if I could beg the chairman’s indulgence, 
the second part of that goes to the existence of post offices, and I 
am referencing page 4 of your testimony, how you have to leverage 
your postal outlets in the country. 

We have 89 communities in my congressional district. The post 
office often is the heart and soul, it is on the town square, and it 
has been there for as long as anybody can remember. And that, 
again, brings up the question of service versus business. 

When you make your closing decisions is the fact that it is an 
identifiable part of the fabric of that community given equal weight 
to the fact that you only have X number of transactions walking 
out the window and you have so much money to keep the postal 
clerk there at the window? 

Mr. Runyon. Yes, the fact that it may not be an economic post 
office has nothing to do with it. We have probably — I don’t know 
the exact number, but I’ll provide it for the record — we have sev- 
eral thousands of post offices where we spend $4 in cost to make 
$1 in revenue. And it might be those 89 that you are talking about. 



84 


if they are as small as you say, fall in that category. But the law 
that set up the U.S. Postal Service said you cannot close down a 
post office for economic reasons. I mean, it is in law. So the first 
thing we cannot do is violate the law, so that can’t happen. 

I’d like to get back to the outlandish bonuses or however you 
used that word. 

Mr. LaTourette. I didn’t say outlandish. I said they were large. 

Mr. Runyon. Large. Mr. Coughlin, who makes $148,000 as a 
Deputy Postmaster General, got a $400 bonus. It’s not because he 
did not do his job; it’s because he can’t make more money than 
that. 

We had several officers who did not get their entire bonus. I 
think that it’s very appropriate when you make $1.6 billion better 
than what the plan was, to spend $169 million, which was how 
much was spent on bonuses last year. And I think it’s an appro- 
priate number. I don’t think it was — I don’t think it was even 
large. 

Mr. LaTourette. So I am not misunderstood. I didn’t say it was 
inappropriate. What I suggested was if bonuses were given based 
upon cost reduction only or on the backs of the working force, I 
thought that was inappropriate and outlandish. 

Mr. Runyon. Right, I would agree with that. 

Mr. LaTourette. I was questioning how that came about and 
you answered that and I appreciate it. 

Mr. McHugh. Thank you. I think the gentleman raised the point 
about bonuses, and our bill, in Subsection 3783, sets up a structure 
to provide bonuses for all employees, which I believe the Post- 
master General supports. That may help address what is a very le- 
gitimate question or legitimate concern. 

We have a vote and I would propose that we suspend this hear- 
ing while we go vote and try to return as quickly as we can, if you 
could bear with us please, gentlemen. We will be back. We will 
stand in recess. 

[Recess.] 

Mr. McHugh. I think, for the sense of expediency, we will con- 
tinue. I know some of the other Members had to go on to other 
meetings and won’t be able to return, and others are on their way. 
I know your time is valuable, Mr. Postmaster General, and I appre- 
ciate that. 

I would like to talk a minute about your revenues. I made the 
comment last week as I was reading the economists’ testimony that 
I was continuously reminded why I didn’t become an economist, ba- 
sically because I didn’t have the analytical ability. I am truly try- 
ing to understand your budget, and I don’t mean to be either flip- 
pant or facetious. 

But, as I understand from your testimony, you expect to end this 
year with a $55 million surplus. 

Mr. Runyon. That was our budget. We expect to end it in about 
$500 million. 

Mr. McHugh. Surplus? 

Mr. Runyon. Yes. 

Mr. McHugh. OK. Well, that answers the question. Because I 
was walking through the figures and based upon what you had told 



85 


me your revenues are through March, your net income of $1.1 bil- 
lion was $243 million over budget, over your plan. 

Mr. Coughlin. That’s right. 

Mr. Runyon. Yes. 

Mr. McHugh. As you were approaching the slow season. 

Mr. Runyon. We had the slow season. 

Mr. McHugh. No matter how slow it could be, go from $243 to 
only a net of plus $55. So you are saying now it is about $500 bil- 
lion; $500 million, actually. 

Mr. Runyon. By the way, the forecast is something like a little 
in excess of $200 million a period for four periods, which would be 
$800 million. 

Mr. Coughlin. Loss. 

Mr. Runyon. Loss. That’s the slow season. It gets 

Mr. McHugh. I am sorry, would you repeat that? 

Mr. Runyon. You said we’re going into the slow season, and we 
are. 

Mr. McHugh. Well, as I understand it, you are. 

Mr. Runyon. That’s true. 

Mr. McHugh. Yes. 

Mr. Runyon. And the way the revenues come in at the Postal 
Service, during these months that are coming up, vacation periods 
and replacements and low mail volumes and things of that nature, 
we have losses. And our projected losses, and I’ll provide these to 
you for the record, but it’s something like $200 million on average. 
That’s just a round number. But that’s $800 million from the $1.1 
would be $300 million. And I’m saying that we think we’re going 
to be able to not lose that much and end up with $500 million. 

Mr. McHugh. OK. Well, that is an important change. 

Mr. Runyon. Uh-huh. 

Mr. McHugh. When did this change, in your estimate, occur? I 
mean, is pretty recent? 

Mr. Runyon. Well, of course it changes almost every month as 
you get what you’ve got. I guess what you’re thinking about is why 
we’re going to lose some money next year. 

Mr. McHugh. I am considering that. I am also wondering to 
what extent this new information may or may not have an effect 
on the deliberations you mentioned in your opening statement that 
the Board of Governors are currently going through with respect to 
a rate increase. 

Mr. Runyon. Right. The facts are that, about a year ago, we ex- 
pected we were going to lose about $2.2 billion last year. Then we 
went to work to see what we can do to increase revenues and lower 
our cost. By the time it was necessary to submit our budget to the 
President, we had that down to $1.8 billion, and that’s what we 
submitted to the President. 

At this time, we’re at about a $1.4 billion loss next year. And 
we’re looking for ways to offset that, and we haven’t got much time 
to find them. And that’s why we, you know, we got the 60 to 90- 
day period that the board was talking about. If we can’t find them, 
we’ve got a real problem, I mean, running a loss. We don’t want 
to run a loss. We should not be running a loss. And if it comes out 
that way, then we’ve got a problem we have to deal with. Do we 
run a loss that year or do we change the price of mail? 
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Mr. McHugh. Assuming the $500 million holds, let me ask two 
questions based on that. That is a $450 million adjustment in your 
projection, roughly? 

Mr. Runyon. Yes. 

Mr. McHugh. What was the major cause of such a change? I 
mean, your volumes are down. Your revenues are up over projec- 
tions. What is the dynamic at work here? Will it take a $450 mil- 
lion plus on your net revenues from your plan? 

Mr. Runyon. Our volumes actually have all of a sudden started 
increasing. 

Mr. McHugh. Well, of course they always increase. They weren’t 
increasing as much as you thought they should. 

Mr. Runyon. Yes. 

Mr. McHugh. Now they are increasing more than you thought 
they would. 

Mr. Coughlin. Let me try to add to this. The latest accounting 
period, which I think was eight, we had all of a sudden a strong 
surge in First-Class Mail. In fact, I think we actually got $200 mil- 
lion better than the plan in this accounting period eight. That’s 
part of this sudden resurgence of revenue, which we have to see 
whether it holds, is part of it. There were also some adjustments 
that were made, some accounting adjustments that were clear that 
we were able to make that amounted to a couple hundred million 
dollars in the process. 

And the fact is that expenses are running almost $400 million 
better than plan. We’ve been able to hold those back and offset 
some of the revenue shortfall. We still do have a small revenue 
shortfall against our plan. But it’s primarily on the expense side 
that this is occurring. 

Mr. McHugh. I am confused. How can you have a shortfall on 
your revenues if your plan just went from an expected $55 million 
net income to $500 million? 

Mr. Coughlin. It’s just two sides of the ledger. And we’re doing 
much better on the expense side than we had expected. And we’re 
not doing quite as — quite up to the original plan at this point. 

Now, we could exceed it before the end of the year. Our projec- 
tion does not anticipate it, but it’s primarily on the cost side. It’s 
almost exclusively on the cost side where we’re doing better. 

Mr. McHugh. So, we haven’t seen a great change in what you 
are handling and the kinds of business you have been doing? 

Mr. Coughlin. Well, it’s a little hard. See, the volume is actually 
up this year so far, 3.2 percent. That’s a marked change from what 
we’ve been experiencing over the last few years and certainly over 
the last couple of years. Now, some of that is the result of the, is 
the result of the reclassification last year. It’s had — it’s had a — it’s 
encouraged more of certain kinds of volume. It’s also changed the 
revenue per piece, the mix of how much revenue we’re getting per 
piece. At the same time, though, it’s helping the system in terms 
of its efficiency. And that was the purpose of reclassification, to 
make the mail stream more efficient. 

Mr. McHugh. OK. Let me finish the second part of the question, 
and then I will yield to my colleague from Illinois. 
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The next logical question, at least in my mind, is, if you now 
have $500 million rather than $55 million, what are you going to 
do with that $500 million? 

Mr. Runyon. We’ll use that for capital instead of having to bor- 
row money. 

Mr. McHugh. I am sorry, instead of 

Mr. Runyon. Having to borrow for our capital spending. 

Mr. McHugh. I think I could probably go through the audience 
and find a lot of people who say, you know, what you ought to do 
with that revenue is forestall a rate increase to the greatest extent 
possible. There is a, no surprise to you, a real philosophical argu- 
ment within the mailing community. Where does your first respon- 
sibility lie, to retire your outstanding debt or to keep your rates as 
low as possible and keep the system as affordable? So you now 
have $450 million; you may have $450 million more than you 
thought. Are you going to use it to retire your debt or are you going 
to use it to hold down rates? 

Mr. Runyon. Well, when you say “hold down rates,” $500 million 
would be worth about a third of a cent. And depending on what our 
need is, a third of a cent might do it. But, you know, unless we 
get much better than where we are right now, we’re working look- 
ing for more than a third of a cent. 

Mr. McHugh. Yes. 

Mr. Coughlin. The $500 million, Mr. Chairman, will become 
part of the asset base of the Postal Service at the end of the year, 
assuming that is what we make. It will be part of the equity asset 
base of this organization. It could be in the form of cash. It could 
be in the form of additional physical assets of some kind in the sys- 
tem. That’s really what equity is in this situation. 

Debt, on the other hand, our debt total is something like $5 bil- 
lion. All of it at this point is placed with the Federal financing 
bank, and there’s a schedule for repayment of it. I don’t recall off- 
hand whether any of it just calls for repayment this year. There 
are probably small pieces of it. But it is two different things we’re 
talking about here. I know it’s a confusing subject to talk about. 

Mr. McHugh. No. I understand it. I mean, you have gotten 
agreement, or plan whereby, you are going to retire debt in a set 
number of years. And to do that, you have got to put a certain 
amount of cash toward the debt retirement. 

The question becomes if you — and your plan provided for what- 
ever your, your next year’s requirement out of this, the end of this 
fiscal year’s budget was, if you have $450 million more than you 
thought you did, you have got more than your plan called for to do 
something. Either you are going to put it against debt or are you 
going to put it toward something else? And a third of a cent, I 
agree, is not up to where you need. But it is not chump change, 
either. 

Mr. Runyon. Absolutely. 

Mr. McHugh. So you are not going to tell me. OK. 

Mr. Runyon. I thought we told him. 

Mr. Coughlin. I’m not sure what we didn’t tell you, Mr. Chair- 
man. 

Mr. McHugh. I think you know exactly what you didn’t tell me. 
I would be happy to yield to, I believe, Mr. Davis. 
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Mr. Davis. Thank you very much, Mr. Chairman. With that 
chump change terminology, you sound like you may have heen to 
Chicago. 

Mr. McHugh. I have. 

Mr. Davis. Let me thank you very much, and I certainly want 
to thank you, Mr. Postmaster General, for being here with us this 
afternoon. And I would certainly concur with parts of your state- 
ment and others who have indicated that you have certainly made 
a lot of progress in the last 2 years. And I don’t think that you 
have an awful lot to be ashamed of, but there is always, as we all 
know, room for improvement. And there is always an effort to move 
beyond where we are. 

I think most of us would agree that two of the challenges facing 
the Service and facing the system is how do we improve manage- 
ment-labor relations while, at the same time, control cost? My 
question is: Do you view that as an inherent thorny area of dif- 
ficulty or do you view it as something that can really be accom- 
plished without the idea of winners and losers? 

Mr. Runyon. It will only be accomplished if we don’t have win- 
ners and losers. That’s, that’s the big problem. In management- 
labor relations in any business that you’re in, if you’re going to 
have winners and losers, it’s not going to work. You’ve got to have 
winners and winners. And we have to get more into that arena of 
working with each other to accomplish that. And we’re working 
with the conciliation board at the present time, with the heads of 
the unions too, to try to accomplish that. They’ve outlined five 
things that they thought — let me tell you a little bit about how 
they went about doing this. 

The conciliation board went around and talked to several people 
in each of the unions and the management associations and found 
out what they felt their problems were. Then they put all those 
problems together and they came to the Postal Service. They put 
all those problems together and came up with five things they 
thought we ought to be working on. And I can’t repeat that at this 
moment, but I’ll give you a copy of what those five things they 
thought we should be working on together. 

We have set up work groups on three of those things. We haven’t 
reached agreement yet to agree on — to work on all of them. I would 
like to work on all of them. I would. I think we should. We haven’t 
reached agreement to do that yet. We need to reach agreement to 
work on those and then reach agreement to come up with solutions. 

Now, one of the things that we had agreed upon to work on is 
the grievances, and we are working very hard at trying to change 
the way we handle grievances and try to get that out of a win-lose 
situation. So that’s what’s going on. 

Mr. Davis. So three out of five, in terms of beginning to start cer- 
tainly is not anything to scoff at. 

Mr. Runyon. Right. 

Mr. Davis. So you are making progress 

Mr. Runyon. Yes, sir. 

Mr. Davis [continuing]. In that direction. 

I also have some concerns about the whole question of the uni- 
forms and the manufacturing of those and how we acquire them 
and where we acquire them. But I don’t necessarily want to belabor 
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that point. I would just associate myself with the remarks and com- 
ments of the gentleman from Pennsylvania and let it suffice at 
that. 

That is an area of concern that we certainly have some real res- 
ervations about in terms of what I am hearing and the way, at 
least, some of the manufacturers feel and some of the unions and 
some of the workers feel that it is headed. And so we will leave it 
at that. 

The other question that I have is, in terms of affirmative action, 
and when I talk of affirmative action, I am really just simply talk- 
ing about a playing field that kind of levels itself out and give 
small businesses, gives women-owned businesses, minority-owned 
businesses an opportunity to play in the big arena. 

Could you share with us what the Postal Service’s position is rel- 
ative to that? 

Mr. Runyon. I would like Mr. Coughlin to answer that, if he 
could. 

Mr. Coughlin. Yes, Mr. Davis. 

When Mr. Runyon became Postmaster General in 1992, he put 
together — he broadened the whole effort in this area from what had 
been largely complaint processing and affirmative action to the di- 
versity effort, which still incorporates or includes both of those ele- 
ments but goes beyond that. 

Emphasis is in four broad areas. One is the whole outreach effort 
to get more minorities and women involved in contracting as sup- 
pliers and potential suppliers of the Postal Service. The second is 
this whole area of training and development for supervisory em- 
ployees. The third is the idea of creating opportunities for job 
growth and development for all employees at all levels. And most 
recently, there’s been a considerable special emphasis, on the whole 
problem of sexual harassment in the workplace, with a consider- 
able amount of attention and effort in that area. 

I think we’ve had some success in the whole area of involving 
more minorities and women in contracting. I can supply the de- 
tailed statistics for you for the most recent years here if that will 
help you in that regard. 

Mr. Davis. Well, I certainly appreciate your response, because I 
know that there are serious efforts in many quarters and in many 
places to take the position that there is not the need for this kind 
of activity, that we have reached a sufficient level. And I am not 
one who agrees with that. And I certainly want to commend you 
for recognizing what I consider to be one of the great needs that 
still exist in our country. And I commend you for it. And I would 
certainly want to see the absolute numbers. And I appreciate your 
testimony. 

Thank you very much, Mr. Chairman. 

Mr. McHugh. I thank the gentleman. 

I have to yield to the gentleman from New York, Mr. Owens. 

Mr. Owens. Yes. I, too, don’t want to be redundant but on the 
uniforms, I hope you will have more than one source and consider 
having a source from each region of the country. There are a lot 
of uniforms to be made. And I think that the value of the uniform 
as a piece of cloth can be enhanced in terms of a value in terms 
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of producing some jobs in these various areas, and I applaud your 
commitment to buy America policy. 

On the question of training, I hate to keep bringing up the sub- 
ject, but I just refuse to accept that there are available materials 
of a superior quality, and I can’t get my hands on them. So I want 
to go back to that and ask, can you make available a copy of your 
training system, how it works, and the whole setup and some ex- 
amples of what you use for training in terms of videos or film or 
whatever, because I have not been able to get my hands on very 
much in 2 years? 

Mr. Coughlin. Mr. Owens, that kind of amazes me, because I 
must get two or three videos a week on my desk to look at that 
are part of my training system. I’ll make sure you get more videos 
than you’ll probably ever want to look at. 

Mr. Owens. Room 2305. 

Mr. Coughlin. As well as a clear description of our training pol- 
icy. 

Mr. Owens. Room 2305 in this building. And I appreciate that. 
And I won’t bother you with the subject anymore. 

The more difficult subject, however, is the matter of revenue 
service and employees that you talked about, revenue targets 
versus service targets. And I applaud the provision in the law 
which says that no post office should ever be closed down on the 
basis of revenue. I applaud the nobility of spending $4 for $l’s 
worth of revenue if that has to be the case to provide postal service 
in certain parts of America. 

My problem is that my constituents think that it has gone to the 
extreme in terms of they are subsidizing somebody somewhere. We 
have 2 V 2 million people in Brooklyn; 2 V 2 million people is large 
enough to have a First Class postal operation. 

And first of all, we have a structure, which I talked to Post- 
master General about. You have been kind enough to come to my 
office and talk about this so I am not going to go into the same 
kind of detail. But the feeling is that there is a tremendous profit 
being made, and this, you know, in the area where the density of 
the population is great, a number of people who are immigrants is 
great. They are sending mail all over the place. And, yet, our serv- 
ice is inferior. 

You know, it goes around, it comes around. I have certainly tried 
with your postal employees at the local area level to work closer 
with them. And they are very nice people generally, the managers. 
I have no complaint about their attitude. They have gone to town 
meetings with me and talked about the problems to my constitu- 
ents, so much that in the last election one of my opponents accused 
me of having sold out to the post office and trying to whitewash 
the post office. 

So, you know, people feel very strongly about it, and their experi- 
ence is, you know, frequent with the post office, so let’s see if we 
can get to the bottom of — ^you know, Brooklyn service ought to be 
First Class service, because, after all, there are enough people that 
pay for it. 

You talked, when I spoke to you earlier in my office, Mr. Post- 
master General, you said you would check to see if you have profit 
centers, and you can tell me the revenue situation in Brooklyn ver- 
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sus the — the intake versus the outgo, and I wonder if you had a 
chance to deal with that and you have those figures? 

Mr. Runyon. I don’t have the figures today, no, sir. We will give 
you those. 

Mr. Owens. But is it possible to get it by region, by area? 

Mr. Runyon. I’m looking now to see. We do not have revenue by 
area. It’s very difficult to do. You see, what can happen is that we 
have some parts of the country where there are big mailers, big 
printers. They print up a lot of material, and they mail it. And the 
way they mail it is they take it to the BMC, which is a large area, 
and they give it to them. They send it to places like Brooklyn. They 
deliver the mail. The revenue for that stays where it is. Now, we’re 
trying to figure out how to reallocate that revenue. It’s very dif- 
ficult to do. So we’re trying to figure that out, how we reallocate 
that revenue so that we can have people have revenue goals. Be- 
cause it’s very important to me for people to have revenue goals. 
If they don’t have revenue goals, how am I going to measure their 
performance? So we’re trying to figure that out. But I don’t think 
I 

Mr. Owens. Well, you have some glitches here and there, but you 
can tell people send a lot of parcels in my district. I have 150,000 
noncitizens — 582,000 people in the congressional district, and 
150,000 are noncitizens where there are relatives in West India 
and other places, and they are sending parcels all the time. So I 
suppose you can figure out how much the revenue for parcel send- 
ing is from the source, and you could break it down to certain — 
you can indicate how much flows out of various post offices. 

Mr. Runyon. It might be possible — ^yes, it might be possible to 
find out the total amount of revenue that you have in that area 
and also the total amount of expense. My guess is that the total, 
and this is only a guess, is that the expense would be more than 
the revenue. But we need to find that out, and I can find that out. 
I can’t tell you. 

Mr. Owens. I don’t know why you have to guess, Mr. Postmaster 
General, when you just said you have some post offices in the 
United States where you are spending $4 for $l’s worth of — with 
$l’s worth of revenue, you are actually spending $4. So you know 
that from some sources. Why is it difficult for Brooklyn? 

Mr. Runyon. Well, I can probably go and study every one of 
those post offices in Brooklyn and tell you that. 

Mr. Owens. I don’t know if you can probably go. You already 
have — ^you have the data on the others. 

Mr. Runyon. No, we 

Mr. Owens. Why don’t you have the data on these? You have 
data on the small ones that are subsidized. Why don’t you have 
data on all of them? 

Mr. Runyon. We don’t have data on 38,000 post offices on what 
they’re doing. We are right now starting a system for incentive pay 
by trying a new system in each post office, and we — I think we’ve 
got three post offices that are running this test. So that they run 
as a, as if they were an individual business. And we measure their 
revenue and their expense to see if we can actually measure a post 
office that way. So that, that we’re doing. 
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Mr. Owens. Well, I don’t think that is hard. I don’t think you 
need a rocket scientist to do that. You just made a very strong 
statement that you probably will find that the expenses are greater 
than the revenue. You just made a strong statement there. I chal- 
lenge that statement. I say it is probably that the revenue is great- 
er than expenses. 

So how many days will it take for us to prove who is right and 
who is wrong? Can I get a commitment to have some kind of data, 
response? 

Mr. Runyon. I’ll give you some data and response to that, yes, 
sir. You’re asking me when. I’m not — I don’t do the numbers my- 
self. I need to have some financial people tell me. But I will tell 
you in 2 days how soon you can have it. 

Mr. Owens. Thank you. 

I have been in this position for 15 years. Post offices have been 
an issue for all those 15 years. I have tried very hard to cooperate, 
and I will continue to try to cooperate, but I think I need to be able 
to give some hard answers to the people who ask those hard ques- 
tions in my district. 

I talked about the fact that we have an ongoing problem with the 
delivery of mail. And we found out at one point that you have a 
large number of casuals. Casuals are people who are paid half as 
much of the regular carriers. They have no fringe benefits, so they 
must make revenue — well, the costs go down when you have lots 
of casuals versus regular carriers, and the service, of course, goes 
down also because they really don’t know what they are doing. 
They don’t really care. And we have talked about that. And they 
insist that they have a large number of casuals. 

When I talked to you, you had a figure that said about 5 percent, 
you know, but the people out there in any district said that they 
don’t have regular mailmen the way they did 20 years ago. They 
don’t have it, and they still don’t have it even after I was promised 
that the casuals would be phased out completely. 

You know 5 percent is still casuals, but they don’t think it is 5 
percent, they think it is much higher. And I get these complaints 
over and over again and it goes around and around. We think we 
have solved the problem, and then it comes back. 

And I told you I think it is a management problem there in 
terms of Brooklyn has 2 V 2 million people, and, yet, in your man- 
agement structure, it was subsumed under a system and combined 
with Queens, which has fewer people. And the people in Brooklyn 
have to travel to Queens to get an application for a postal job or 
to get an interview. And there is something wrong with a structure 
which treats a place with 2 V 2 million people, which would be the 
fifth or sixth largest city in the United States, if it was a city unto 
itself, as if it was, you know, a unit of something else. 

So I won’t go into all of that again. I just would like to have a 
response that gives me something to go back to my constituents 
with that I can say is concrete and we can have a dialog which is 
a reasonable dialog. Otherwise, you have got a revolution coming 
in Brooklyn demanding that our post office give us a whole new 
shake-up here. Thank you. 

Mr. Runyon. Mr. Owens, as a result of my visit to your office, 
I contacted Mr. Soloman who is acting in that area of capacity 
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there. He is trying to make an appointment with you to see you 
and come to your office and tell you the answers to some of those 
questions that you’ve asked. 

Mr. Owens. I look forward to that. 

Mr. Runyon. Yes. 

Mr. Owens. Thank you very much. 

Mr. McHugh. Think of how tough he would be if he didn’t roll 
over like his opponents. 

We have run quite a while here, almost 3 hours and we all have 
other engagements, I know. I wanted to make two quick points. I 
know you heard Mr. Motley is and my exchange with respect to the 
GPRA and the need to have a draft document sooner rather than 
later. 

Mr. Runyon. Uh-huh. 

Mr. McHugh. I think the GAO makes very cogent observations 
when they point out the possibilities that this process can bring to- 
ward healing all kinds of scars and wounds, not the least of which 
is at least putting us down the right path on some management- 
labor issues. So, I would only urge you to get that document out 
and available to the public and to your constituent groups as quick- 
ly as you can. 

And, second, a question I asked the Board of Governors I will ask 
you. What is the status on pack and send? 

Mr. Runyon. The status on pack and send is that we did have 
it in 260 locations. PRC ruled that was a postal-related product 
and should come before them for pricing. We, as a result of that, 
immediately stopped the pack and send operation. We’re now 
studying the pack and send operation to determine what we need 
to go back to our board with. So a decision hasn’t been reached, but 
it will be reached in the next couple of months that we’ll take to 
the board. 

Mr. McHugh. The decision either to go forward with it or 
some 

Mr. Runyon. If we go forward 

Mr. McHugh [continuing]. Or not? 

Mr. Runyon [continuing]. Then we have to go to the Postal Com- 
mission with the rate case. And we’re looking at that. 

Mr. McHugh. OK. 

Mr. Fattah, any thoughts, comments, questions? 

Mr. Fattah. I think I have had enough for 1 day. 

Mr. McHugh. OK. I thank you for being here, as always. 

Gentlemen, thank you. We appreciate you being here. As I noted, 
Mr. Motley, we would appreciate the opportunity to file some ques- 
tions, several which have to do with the great State of New York 
and the 24th congressional district. We look forward to your re- 
sponses. 

With that, the hearing stands adjourned. 

[Whereupon, at 4:42 p.m., the subcommittee was adjourned.] 

[Followup questions and responses and additional information 
submitted for the hearing record follows:] 
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Marvin Runyon 
Postmaster General. CEO 


UNITED STATES 


POSTAL SERVICE 


Septembers, 1997 


Honorable John M. McHugh 
Chairman, Subcommittee on the Postal Service 
Committee on Government Reform 
and Oversight 
House of Representatives 
Washington, DC 20515-6246 

Dear Congressman McHugh: 

In response to your May 1 3 request, enclosed are the responses to the follow-up questions 
sutMTiitted for the hearing record following my ^ril 24 appearance before the Subcommittee on 
the Postal Service. 

Deputy Postmaster General Michael Coughlin vwll respond separately to questions 2, 53 and 54. 
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Washington DC 20260-0010 
202-268-2500 
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QUESTIONS SUBMITTED TO POSTMASTER GENERAL MARVIN T. RUNYON 
IN FOLLOW-UP TO THE OVERSIGHT HEARING ON APRIL 24, 1997 


1 . In your letter to Chairman McHugh of March 21 , you indicate that the Postal Service "inadvertently 
left out" the statutorily required discussion of USPS productivity and performance measurement of 
the Comprehensive Statement, Please explain how the Postal Service can "inadvertently" leave 
out such an obvious and important part of the Comprehensive Statement. 

ANSWER: Inclusion of productivity data in the Comprehensive Staement is required by law. A full 
review of the reasons it was not included has determined it was. In fact, an inadvertent omission. The 
decision to forego submitting the figures was made at the staff level, and there was insufficient review at 
other levels of the organization to detect and correct the error. 

The necessary steps to ensure all required information is included in future Comprehensive Statements 
has been put in place. I can assure you that every effod will be made to prevent a recurrence of the 
problem. 

2. Earlier this year the Postal Service issued a plan to rectify the pay discrepancy for Postal 

Inspectors as required by the legislation we passed at the end of the last Congress. Howrever, 
we understand that the actual pay adjustments are being delayed by a staffing shortage in the 
Human Resources office; tor example, we understand that the same staff that is supposed to 
make the pay adjustments for 2,200 inspectors also are charged with establishing the Postal IG’s 
new pay system. This pay adjustment no longer appears to be a high priority for the Postal 
Service. From your perspective, what is causing the delay in processing the pay adjustments 
as required under the legislation that is now 6 months old? When do you expect the pay 
adjustments to be processed? Will you make a commitment to detail within Human Resource 
additional staff, if necessary and feasible, to ensure that the pay adjustments are processed as 
expeditiously as possible while at the same time making sure that the Postal IG system is 
established and new hires are processed? 

ANSWER; Deputy Postmaster General Michael Coughlin will respond to this question under separate 
cover. 


a. Eariier this year, Chairman McHugh submitted for your consideration on behalf of a postal 
inspector three retroactive proposals regarding postal inspector pay comparability. However, 
we have yet to receive any feedback on these proposals. Please provide your thoughts on 
these retroactive proposals. 

ANSWER: Deputy Postmaster General Michael Coughlin will respond to this question under separate 
cover. 

b. Relatedly. if a postal inspector must retire before you implement the legislation, is he or 
she still covered under the new salary structure, or must they be on the rolls when it is 
implemented in order to benefit? We have been told that the pay adjustment will be 
retroactive to the date of my legislation, now six months old; is this accurate? 

ANSWER: Deputy Postmaster General Michael Coughlin will respond to this question under separate 
cover. 

3 . In response to the GAO's report and recommendations on the growing revenue losses from 

Express Mail Corporate Accounts, the USPS raised the minimum balance requirements from $50 
to $250 to maintain an account. We understand that this has caused cohstemation among some 
customers. GAO did not recommend a specific dollar amount or that this be raised, but rather 
suggested that the Postal Service could require individuals to present a valid major credit card 
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and appropriate identification to open an account. Thus, if customers overdraw or use a closed 
account, the Service could locate and collect postage from those customers. \Nhy doesn't the 
Postal Service require applicants to have a major credit card to qualify for an account, in the same 
way that some of the Service's competitors (FedEx and UPS) offer corporate accounts only to 
customers who meet this condition? 

ANSV\£R: We are taking spedfic actions in the area of Express Mail Corporate Accounts (EMCA). 

The opening balance has been raised, along with the minimum (advance) balance necessary to be 
maintained by each account holder. Finance has agreed to take over the responsibility for day-to-day 
management of EMCA. We will also be examining the processes used by offices that have been 
successful in managing EMCAs, and v\flll share that with the field. 

One effort of the new package pilot group will be to provide customers payment alternatives for their 
specific needs. The submittal of a credit card by the customer for a new account and to ensure payment 
vrtll be considered. 

4. What is the Postal Service policy regarding door delivery for both city and mral delivery routes? 
Under what conditicns does the Postal Service decide to no longer provide door delivery on these 
routes? Does the Postal Service no longer provide door delivery on any new routes? 

ANSWER: Residential: Current Postal Service policy for city and rural delivery precludes extending 
door delivery to new housing. The delivery options available are centralized units (cluster boxes), 
curt)side boxes, or sidewalk boxes. There are only two exceptions to this policy; a) when a new home is 
built on a vacant lot within a block of existing homes, it will receive the same type of service as the older 
homes, and b) hardship cases where service by the existing method would impose an extreme hardship 
on an individual customer. 

In 1 978, the Postal Service established the policy that door delivery would no longer be extended to new 
residential dwellings which are on a newly developed street or in a new subdivision. Safety as well as 
economic considerations necessitated this change. Providing delivery service to the door of a residential 
dwelling costs the Postal Service $243 per delivery annually compared to $154 per delivery annually to 
provide curbside service and $110 per delivery annually for centralized. As a result of eliminating door 
delivery to all new residential dwellings, we have significantly reduced our operating costs as well, 
reducing potential hazards faced by our letter carriers daily; i.e., dog bites, slips, trips, and falls. 

The Postal Service vwll continue to provide door delivery service on city routes to those residential 
dwellings which already have this service extended, and to those new residential dwellings which are 
built within an existing block of older homes. 

Business: Generally, the option of door delivery for businesses is still available for both rural and city 
routes. However, the business establishment must provide either a receptacle or door slot for the 
delivery of their mail when no one is available to receive the mail. 

5. What is the status of the Postal Service’s Electronic Commerce Initiatives? Please provide a list 
and description of each project in the Electronic Commerce initiative, along with a status report on 
the progress of the project to date and future plans. In addition, please provide the moneys 
expended to date on each of these projects and an overall total for postal moneys spent on the 
Electronic Commerce efforts. What are the Postal Service's future plans for projects and 
expenditures in this area? 

ANSWER: We are in the process of rethinking our strategies for on-line services to incorporate a more 
tactical approach that will emphasize three elements: 

• Advertising postal services tiirough our web site. 

• Providing convenient access to postal services through the channel of the World Wide Web. 


2 



97 


• Testing applications that provide security and privacy for electronic corresponderrce and transactions 
as we do today for hard-copy mail, and which assist in binding the nation together. 

In support of the third strategy, we are planning a limited market test of the Electronic Postmark for late 
summeror early fall. We previously conducted an operations test of this service. The service vwll offer; 

» Confirmation by a trusted third party of a document’s existence outside of its sender’s control at a 
specific time and date. 

» The ability to detect any subsequent tampering v\flth an electronic transmission. 

» A moderate level of security through the use of the Postal Service’s private key. 

We plan to include approximately 20 customers in this limited test. If it is successful, we hope to expand 
the test to include higher levels of security (e.g,, uiique digital signatures which can be used by each 
customer) and value-added services like those that are provided for hard-copy mail today (e.g., return 
receipt, certification, and deliveiv confirmation). 

The USPS Board of Governors has authorized a ceiling expenditure of $21.6 million. This figure reflects 
funds spent over the last 5 years on electronic commerce researdi and development and funds needed 
to conduct the limited market test of the Electronic Postmark. 

a. You are well into a testing phase for an Electronic Postmark for electronic or “e-maH" that will 
serve as a secure method of sending, and receiving e-mail and as an assurance that the 
person sending the e-mail Is indeed the person in question through a digital ID. How much of 
your emphasis on the electronic postmark as a product offering is premised on your belief that 
you can offer the criminal protections of First Class hard-copy mail to this new medium? 

ANSWER: We believe that our 200-year tradition of maintaining the sanctity of hard-copy mail provides 
us with a unique opportunity to offer this service to our customers. The August 14, 1996, proposed 
Federal Register notice also spoke to a number of other specific areas involving postal security. It states 
in part, 

• “The Postal Service will preserve and protect the security of all Messages and Postmarked 
Messages in its custody from unauthorized interception, inspection or reading of contents, or 
tampering, delay, or other unauthorized acts. Any postal employee committing or allowing any of 
these unauthorized acts is subject to administrative discipline and may be subject to criminal 
prosecution leading to fine, imprisonment, or both.” 

• “Interference by any person with the operation of Postal Service data processing equipment, 
including the Postmark Processor, is strictly prohibited.” 

b. Do you feel there is any conflict in this area for the Postal Service due to the view that your 
success in the e-mail area will be based, at least in theory, on lower volumes and revenues on 
the hard copy side? 

ANSWER: The Postal Service delivers approximately 180 billion pieces of mail each year. A segment 
of this mail volume is clearly at risk from electronic alternatives to hardcopy mail, whether or not the 
Postal Service participates in this newform of communication. It is unlikely for the foreseeable future 
that the Postal Service’s electronic commerce initiative will have a significant impact on mail volume. 

6. You recently provided an update of the management actions taken as a result of the Southern 
California Inspection Service review conducted in late 1995. While training and communicating 
goals to employees are important, a key ingredient appeared to be missing at the Area-vwde level 
and in some of the specific locations, however: feedback from the employees on the quality of life 
on the worloroom floor. What is the Postal Service doing both In Southern California and 
nationally, to ensure that it receives feedback from the employees on the quality of worklife 
issues, and how does the Postal Service acJ on this feedback? 
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ANSV\^R: As part of the “establish” phase of our CustomerPerfed! process for FY 1998, we decided 
to reinstitute a broad-based employee survey. This will go beyond the scope of the Business Information 
Survey which we have been conducting for the past two years to assess whether managers are 
communicating with employees about the organization’s goals. We are still in the design and 
development phase for the survey process, but we expect to ask employees about key issues which 
relate to the quality of their Nwrk lives and their ability to participate In the success of the organization. 
We expect to begin these surveys the first half of FY 1998. As we have in the past with our Employee 
Opinion Surveys, we expect to provide action-planning tools to help postal managers work vwth the 
results of the surveys to improve the organization’s effectiveness. 

7. The Postal Service has been financially successful in the last three years and has finished those 
years with a surplus What emphasis was communicated from headquarters to the field that you 
feel contributed to these successes? 

ANSWER: The Economic Value Added program (EVA), which the Postal Service implemented in 
1996 as a measure of its finandal performance, has a pay-for-performance component as one of its 
key elements. A variety of EVA-related materials, including a video tape and brochure, were mailed 
nationwide to all participating employees to explain howthe program works and emphasize the 
importance of each individual’s contribution to the success of the Postal Service. Each month the 
Chief Operating Officer Issued a memorandum of progress to date and the potential financial benefits 
to the employees if EVA goals are met. Also, an EVA module is included in the Strategic Focus 
Training being given to ail employees in 1997. EVA heightens employee awareness that obtaining 
new customers, upgrading services to existing customers, and exploring new markets for new revenue 
wflll improve financial results. Operational efficiencies in the areas of cost control and cost reductions 
resulting from capital investments are also encouraged. 

In addition, our Automation Cost Savings Model estimates that our labor savings and cost avoidance 
since 1987 has been $8.4 billion in operations affected by automation; if the increase in allied labor 
operations is excluded, directly affected operations registered savings/avoidance of $1 1.9 billion. 
Including the investment Incurred during that period, this had an estimated IS percent Impact on total 
factor productivity during that ten year period. During the period FY 1987 to FY 1996, we had 6 fiscal 
years with positive total factor productivity and again expect to have positive total factor productivity 
in FY 1997. 

These productivity gains and automation savings were made in the face of a mail volume growth of 
almost 19 percent over the same period, and a 14 percent inaease In the number of possible deliveries. 

We have also helped to build our business by emphasizing the importance of service performance. In 
particular, record EXFC scores have been recorded in Fiscal Years 1996 and 1997. Headquarters has 
facilitated this improvement by establishing systems which give the field daily feedback on service. 

Another item that Headquarters has emphasized is the Importance of safety. Our emphasis on safety 
has helped to contrd workers’ compensation expense and improve the quality of the work environment. 

Significant cost reduction programs were initiated by Headquarters. These include Remote Bar Coding 
Systems, Delivery Point Sequence Mail Sortation, Flat Mall Bar Code Readers, and Package Mail Bar 
Code Sorters. 

Changes in management structures and management processes have also shifted emphasis. The 
creation of 10 Area Vice FYesIdent positions has increased accountability, coordination and 
responsiveness to customer needs. Under our Customer Perfect! management system, Headquarters 
has been able to speak to the field with a clearer voice by operating through an annual management 
cycle - Establish, Deploy, Implement, and Review. 
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a. Do you feel that management’s emphasis on finances has in any way contributed to the 
concerns ws have heard from employee assodations and unions on the \Aorklng relationships 
at local facilities? 

ANSWER: 1 see no basis for drawing the conclusion that our successful emphasis on the bottom line 
has contributed to employee unrest. Most of our employees seem to understand the Postal Service is 
being challenged ccxnpetitively in all Its product markets. !f anything, it api^acs our employees are 
proud of the recent financial successes the organization has been enjo^ng. 

We are taking a balanced approach to the performance of our business. In addition to the financial, or 
Voice of the Business (VOB), we also focus performance Improvement on the Voice of the Customer 
(VOC), and the Voice of the Employee (VOE). Our employees understand we face competitive 
challenges in a!! markets and products. Therefore, we need to focus on the customer needs, provide 
our employees wth the tools to meet those needs, and our financial performance w^li result. 

b. As you are aware, the National Association of Letter Carriers has been placing public emphasis 
on accountability and stating that in may cases local mall delivery is actually slowing: to what 
do you atWfcute these (Ximems? 

ANSWER: We attribute the public emphasis recently placed by the NALC on “accountability” to their 
national officers’ response to a resolution passed at the city letter carriers’ last national convention. This 
resolution was intended to create a naticmal “Aoxjuntayiity Day” in order to frxxis attenfion on siieged 
management intimidation and discipline against letter carriers. 

In an attempt to gamer public sympathy, the NALC has repeatedly claimed that mail service has suffered 
through man^ement interference, preventing letter carriers from povidir^ cm-time deliveries and fewer 
misdeliveries. These claims, however, remain urfounded. The real fact of the matter is that over the 
last several years, the Postal Service has experienced the best service and customer satisfaction scores 
ever, as measured by the independent firm of Price Waterhouse, while delivering an Increased volume 
of mal witti faArer career letter Ccrriers. 

As far as delayed mail is concerned, compared to Same Period Last Year (SPLY), delayed mail reports 
at Customer Service and Delivery Units show that the ^ount of delayed Preferential Mail (First Class), 
Priority, Standard (A), arxJ Standard (B) Mail (Third- ar^d Fourth^lass) has decreased by 44.4%, 28.6%, 
30.8%, and 12.9%, respectively for AP 8 year-to-date (YTD). 

The NALC’s true concerns are that ttie Postal Service is processing more and more letter mail in 
D^ivery Point Sequencing through automaton, elmlnating the need to have letter rarriere mantally 
sort (case) this mail in the office. This effort has reduced the city letter carrier work force by over 5,700 
career carriers YTD to SPLY. 

c. We have heard from a number of Postmasters, who take umbrage to a quote they attribute to 
you that they or their offices "do not contribute to the bottom line" and therefore were not able 
to take part In the recent bonus payout that was granted others in the Postal Service. These 
Po^masters argue that while they may not be making money in their offices they are ’touchir^ 
the mail” and resent bonuses awarded to headquarters staff which do not. Wfould you share 
with the subcommittee your reasoning on this decision In light of the financial success you 
have experienced. 

ANSWER: The decision to not include non-exempt employees In the FY-96 Variable Pay Program does 
not reflect a low opinion of the value that non-exempt employees provide to the Postal Service. On the 
contrary, all contributions to the success of the organization from employees, regardless of their specific 
position, are greatly appreciated. 

The decision to not include non-exempt employees in the FY-96 Variable Pay Ftogram Was made after 
cxHisiderable analyas and discussion, including consultations with the management assodatiwis: The 
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decision is related to our business objectives outlined under the Postal Reorganization Act, which require 
the Postal Service be fiscally responable in our persorHiel fKilides and to pravide ojmpensatim that is 
comparable to that found in the private sector of the United States economy. The Pf'-96 Variable Pay 
Program was not extended to EAS non-exempt employees for several reasons. 

Most f^vate sector incentive plans do not include employees at ncn-exempt levels. Indeed, many are 
not as inclusive as ours, reserving participation for officers, executives and managers. Private sector 
companies have not moved as fast as the Postal Service in extending group incentive plans to the non- 
exempt levels of the organization. 

Non-exempt employees are entitled to time-and-one-half overtime pay for extra time worked. This form 
of extra compensation is not available to many EAS exempt employees who spend long hours to make 
the Postal Service successful (although a form of “additional pay” at the straight-time rate is provided 
to those Y<iho supervise braining unit employees). Despite the fact that management works hard to 
control overtime costs, it is a matter of lawthat if a non-exempt employee works over 40 hours in a 
v^ek, the employer must pay time-and-one-half for those overtime hours. 

As evidenced by studies of private sector total compensation, salaries for postal non-exempt employees 
are already significantly higher than market rates for comparable jobs in the private sector. If we were 
to include the EAS non-exempt employees in the FT-96 Variable Pay Program, it would add to what is 
already an uncompetitive tote! compensation package. Man^em^t has a resfxansbility to address the 
pay and benefit premiums in order to achieve the private sector pay comparability mandate under the 
Postal Reorganization Act, 

Despite the dedslon to exdude non-exempt employees from the FY-96 Vaiiade Pay Program, a 
decision was made to provide a $500 lump sum payment to full-time EAS career non-exempt employees 
in light of the extraordinary financial and service performance that the Postal Service had in FT-96. 

d. To what extent are ycxj ccxicemed with the fact that postal produidivHy has declined, for three 
straight years? Howdoes this decline "fit" into the overall financial success the USPS has 
experienced in recent years? 

ANSVSER: We are conc^med about the apparent dedine in productiwty during the last three years, 
however, we also believe that these occurrences should not be viewed in isolation. 

Let’s first look at our productivity scores for the last fcxr years which were: Pf'1993 = 

F/1994 = -0.2 percent, Fyi995 = -1.6 percent, and pyiGSe = -1.4 percent. Retirement incentives were 
offered to postal employees in late 1992 as part of the major restructuring of the Postal Service. Not 
only did more employees than anticipated choose to retire but that number included many of our long- 
term, experienced employees. As we endeavored to fill those vacated key positions and txing 
those new employees “to optimum performance,” our service and productivity suffered. 

It should be noted that customer satisfaction scores and service quality as measured by our EXFC scores 
have improved over this three-year period. Hov^ver, the i^oductivity results do not give us cxedit f<x 
this. Also, new programs which we have initiated to improve service, sudi as our Remote Barcoding 
System, require substantial initial investments in personnel and capital wth ihe benefits accming over 
the longer term. 

During the last ten years Postal Service productivity has compared very favorably wflth that of the private 
sector {USPS = 0.24 percent vs. 0, 1 6 percent). We believe that we have turned the comer and are 
moving back to positive productivity. Our future plans reflect podtive productivity and, in fact, FY1997 
year-to-date data show a positive productivity of 0.9 percent and indicate that we are on our w«y. 

8. In response to a recent decision that your Pack and Send service was a "postal service" you 
announced that this service would be dl^ontinued. Was this dedsion to cease offering this 
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service based on the Service's view that it could not pnce it competitively if it had to cover its 
costs? What was the reasoning that went into your decision in this area? 

ANSV\ER: The decision to discontinue Pack and Send was in no way based ai a pridng or market 
determination. That dedsion was made because the P(»tai Rate Commisdoi, in response to a complaint 
brought by a co^ition of ccxnmercial mail receivir^ agendes, e)q3ressed Its viewthat the Postal Service was 
not authorized to offer Pack and Serrd without first seeking a recommended deddon from the Commisdon. 
Although the Postal Service disagreed, and this disagreement was expressed by the Governors in their 
Dedsion of April 8, 1997, the service was discontinued to avdd^urthetHieedless litigatim. 

Subsequently, the Board of Governors directed the Postal Sen/Ice to study options regarding the 
establishment of a packaging service and, on June 3, 1997, authorized management to hie a request 
with the Postal Rate Commission to establish a pacl^ging service pursuant to the classihcation and 
ratemaldng procedures of the Postal Reorganization Act (39 U.S.C. 3623). 

a. Did you give any consideration to offering this service in areas, perfiaps rural area post offices, 
where the service Is not being offered at all and you could price it in accordance witti the law? 

ANSWER: Determinations as to where to offer the service during the now-discontinued pilot test were 
made based on market demand and local management considerations, not on price. Please note that 
the Commission did not reach the issue of vt^ether the prices charged were in acconlance with the lavv 
it opined only that the Postal Service could not offer the service at all v^thout first obtaining a 
recommended decision from the Commission. 

b. You mention In your statement your view that the Postal Service Core Business Act of 1997, 
which is before the Subcommittee, would 'Yreeze innovation and hamstring USPS ability to 
respond to customer needs." You have stressed many times the Importance of the Postal 
Service's "core business" and its importance to the overall health of the organization. Why, 
would this legislation threaten the Postal Service and not simply allow you to bring your focus 
and attention to service to bear on this very important segment of your business? 

ANSWER: Using Pack and Send as an example, we believe that this service is part of ojr core business. 

It is nothing new for postal derte to help postal oistomers prepare their mailings. Pack and Send was an 
innovation in and an enhancement of a tradition^ area of postal budness dedgned spedfically to meet the 
e)q3ressed needs of our customers and to make rxir packs^e mailing services easier to use. By not aliowng 
sixdi innovations, the proposed legidation ttit^ens our ability to improve and maintain our core parcel mailing 
services as our custaoers demand. 

9. Your last rate case was unique in that you sought the views of many of your customers before 

seeking it from the PRC and you settled on an almost across the board percentage increase. Have 
you entered into any of those types of discussions to prepare for this case and if so, w^at have you 
received in the form of input? 

ANSWER: We discussed the rate ino-ease proposal w^h our customers and have sought their input. 
However, it is worth noting that the fact that the Postal Service and many of Its customers were able to 
settle their differences did not perceptibly affect the Postal Rate Commission's Recommended Dedsion. 
In fact, the existing process appears to encourage contention rather than cooperation. 

In general, from our discussions we have learned that customers want smaller, more predictable rate 
increases. In particular, many customers have expressed a desire for the Postal Service to continue 
Its efforts to develop a rate structure and rate Incentives wrfiich better reflect our cost of handling mail. 
Finally, many customers have asked for mere enhanced services such as those they see elsewliere in 
the market place. We believe that these are valid requests, and we are developing potential rate and 
classification structures that we believe respond to these questions. 
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10. We heard from several organizations over the past two years that have stressed that the Postal 
Service is "hooked" on volume and the desire to fulfill that need sometimes works to the detriment 
of the institufion. 

a. How much of a role does volume play in your long and short range planning? 

ANSIASR: Mail volume is a critical eiement of our f^enning process. It is impcssiWe to budget and - 
allocate resources without some idea of the amount of volume to be serviced. Personnel staffing, 
number and size of facilities, and transportation/delivery networks are Just some of the issues which 
directly relate to volume. 

b, Oan you give us an idea of the balancing act that takes place at the Postal Service between 
securing mail volumes and your interest in revenues from other sources. In effect, is that the 
trade-off we are looking at in the long-term? 

ANS\A£R; The Postal Service needs to have ccnsistently growing volumes to support Its delivery 
network which is constantly growing - volume and revenue growth Is necessary to support network 
grov^h. We view mail volume grov^ and revenue from other soirees to be complimentary, as we need 
more revenue to support and serve our ojstomeis. Our customers' needs are ch®iging and are 
responding to those developing needs. We attempt to focus on revenue generation opportunities that 
leverage our assets, human resources, and market presence as we respond to these changing needs. 

1 1 . Global Mail initiatives have been a success where they have been offered. Hc^vever, there is 
some concern that you are using your government status to negotiate lower customs duties so that 
you can compete more directly with the private sector on the business side. Are the duties paid by 
the Pos^ Service less than private carriers pay in these countries? 

ANSWER: The Postal service does not negotiate the level of customs duties which apply to items sent 
through the mail. 

Therre is a distinction, however, between the customs procedures which apply to commercial (private 
carrier) shipments and those that apply to mail. Commercial customs procedures require the preparation 
of a manifest, the inclusion of an invoice, and the use of a customs broker for items to be deared 
through customs. Postal customs ^Hocedures use dooimentation affixed to the items by the mailer and 
are handled directly between the destination country postal and customs authorities without the use of a 
customs broker. 

There is a reason for these different clearance procedures. Commercial carriers generally serve 
business shippers sending shipments to other businesses in another country. These shippers must 
provide the carrier with shipping statements including details of their shipment contents, and also permit 
the carrier to examine and verify the contents of the shipmient. Commercial carriers are thus in a 
position to assume responsibility for the accuracy of the statements provided to destination country 
customs authorities and to pay duties on the basis of such statements. 

Postal administrations generally serve househerfd mailers and small shippers sending single or small 
quantity mailings to other households or sn>all businesses. Most of these mailings will consist of newv 
dutiable letters and like materials, with a small proportion of merchandise. The postal administration of 
origin has no authority to open parcels from such senders or to verify the contents of parcels. For such 
mailings, therefore, postal administrations in neither the origin nor the destination countries are aWe to 
assume responsibility for the accuracy of customs declarations or to collect fees from senders arxi pay 
duties based on such declarations. 

The commercial and postal customs clearance procedures each have advantages and disadvantages. 
Although the commercial process requires a broker and advance payment of duties, because shipments 
can be pre-cleared and duties paid in advance, they are generally not subject to delays for customs 
examination and determination of duty. Furthermore, the customs broker gives the private carrier more 
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ready access to customs authorities to resolve issues which may arise wsth a particular shipment. The 
Postal Service must seelcthe intercession of the destination postal administration, an additional layer of 
coordination which mates for a less expeditious process. Although the postal process does not rerjuire a 
broker or advsnce assessment of duty, postal items may experience delays In dealing customs because 
of the process of examination and rating for duty. 

Regardless of the method of dearance, the rates of duty are the same. 

a. Where do you, or should you, drav/ a line between what some see as governmental advantage 
in a competitive market? 

ANSWER: In the view of the Postal Service, it Is to the advantage of shippers and mailers In the United 
States to have a choice of carriers and process to use according to what best meets their needs. Where 
some see a governmental advantage—e.g., no customs brokers or manifests— others see governmental 
disadvantage-no pre^learanee, items sut^ect to delay while awaiting customs examination and rating 
for duty, and lack of the direct access to destination country customs authorities to resolve issues that 
commercial carriers have through their brokers. 

At trtlom, it is the differences In the types of shipments, with private carriers handling cammercid 
shipments and postal adminisirakons generally handling mailings from households and small businesses, 
that account for these differerk procedures. 

b. Dislinfluish for the Subcommittee the significant differences between Global Priority Mail and 
Global Package Link, particularly, as they relate to international commerce? 

ANSWER: Global Priority Mail is an expedited single (riece airmail service, available at all postal 
window outlets, providing fast, reliable, and economic^ delivery of all items mailable as letters cr 
merchandise up to four pounds. This service is currently available to thirty-one countries. 

Global Package Link is an air export bulk parcel delivery service that provides qualified customers veth 
an easy way to ship large numbers of packages intemationdly. It saves customers lime and money bf 
having the United States Postal Service doing virtually all of the paperwork. There is a combined 
minimum volume requlrertienf of $10,000 of packages snipped annually to any Global Package Link 
country. Rates are based upon the number of parcels sent annually, with parcels in excess of a certain 
threshold, which vary by country, being subject to reduced prices. This service is currently available to 
seven countries. 

12. Residents in Chairman McHugh's Congreffiional District have written regarding the difficulties 
with cluster mailboxes which under your policy, I understand, are required for new multi-unit 
developments. These boxes are unsheltered, in an area where snow is on the ground at least five 
months of the year and where temperatures often dip well belowzera. Therefore, these residents 
frequently encounter frozen locks. Since i krtow there are other parts of the Mafion as cold as 
northern New York, as the Postal Service received similar complaints? 

a. Howwouid you propose we resolve this situation so that these citizens, some of whom are 
elderly and disiled, can gain reasonable access to the mail which has been delivered to 
them? 

b. Has any consideration been given to making, an exception to the cluster box hie in northern 
climates? 

ANSWER; Postal Service pckioy is to promote the use of cluster txixes for all new deveiofments 
(exciixiing apartment buildings), but not require their use. As managers in the field became aware of 
plans tor a new development, they approach the deslgners/developers/builders to determine whal 
considerations they have given to the mode of delivery for their new project. At that time, they provide 
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a detailed explanation of the delivery options which are available (cluster box, curbside, or sidewalk). 

The owners of the project have the cption of selecting the type of delivery they feel will be the most 
compatible with the community they are developing. 

Delivery to new apartment buildings is always to centralized delivery equipment purchased and installed 
by the builder. While the builder is required to purchase equipment from an approved manufacturer, 
there is no requirement regarding where it may be installed as long as it does not present a safety hazard 
for customers or delivery personnel. Generally, this equipment is installed in a wail inside the common 
entrance to the building. It is not always sheltered from the elements. 

Some complaints have been received from customers in the colder climates regarding the frozen lock 
issue, but they are the exception rather than the rule. Postal managers have been provided with 
information on a variety of products which will eliminate this inconvenience to the customer. When a 
lock becomes inoperable, customers should contact their local post office for assistance. 

13. At Chairman McHugh's request, the USPS has looked into complaints from two Upstate New York 
vwekly newspapers relating to delivery problems experienced by their subscribers. These 
newspapers have a special role in rural and suburban areas and their timely delivery is of great 
importance to subscribers. Since we cannot imagine Upstate New York newspapers are unique 
wth this problem, we would appreciate your advising the Subcommittee of the possible reasons, 
including the mixture of these periodicals with Standard Mail dunng processing. Could you advise 
me of your findings as soon as possible? We hope you will agree that it is reasonable to expect 
that these newspapers be delivered within a few days of their publication. 

ANSWER: Processing and distribution standard operating procedures require that all processing 
facilities maintain a separate and unique mail flow for all periodicals. This uniqueness should be 
maintained during the processing, labeling, dispatching, and transporting. Only when periodicals reach 
the delivery unit should they be intermixed with other types of mail for delivery on that day. 

In order to investigate and provide a specific explanation for an individual occurrence, more information 
is required. Information such as the name of the publication, mailing date, point of entry, and destination 
address is most helpful in identifying the problem described. If such information is availaNe, please 
direct it to the Postal Service’s Legislative Affairs office. 

14. H.R. 407 would allow postal patrons to contribute to the funding for breast cancer research through 
the purchase of certain specially issued postage stamps, that would be sold for an extra cent over 
other stamps with the cent going to research. Would this extra penny be sufficient to cover the 
costs of issuing such a stamp? Would you provide the Subcommittee with your thoughts on such 
legislation? 

ANSWER: With the passage of H.R. 1585 and the signing by the President Public Law 105-41 , the 
Postal Service is establishing the Breast Cancer Awareness semi postal. This issuance will be in full 
compliance with the law. The Postal Service will continue to help raise awareness of significant public 
health issues. 

15. H.R. 906 would provide for a reduced rate of postage for certain local government mailings which 
are required by law. What impact would this legislation have on other postal rates, particularly, if 
this reduced rate could not cover its costs? 

ANSWER: H R. 906 would require the Postal Service to establish a "discount presort first-dass postage 
rate" for local governmental mailings that are mandated by Federal or State law, such as property tax 
statements, summonses, and Jury-duty pay, for which no Federal or State funds are provided to local 
governments to defray the associated administrative costs. Although the bill does not state so explicitly, it 
appears to contemplate a further reduction in the presort rates for which local governments, like any other 
business mailer, may qualify by managing the volume and preparation of their mail matter. 
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The Postal Service is deeply troubled ky the apparent rationale of this bill. To the extent that it would enable 
local governments to bear the financial burdens of mandated mailings, it vwould do so by Imposing an equal 
unfunded mandate on the Postal Senrice and its customers. Rather than encouraging Federal or State 
authorities to moderate the burdens placed on local governments, or providing local governments wth an 
incentive to ol postage (X)sts by managing ttielr mailing in the most effident manner, this measure v\©uld 
simply "pass the buck" to the large but defenseless mass of postal customers. In a very real sense, it vNOuld be 
nettling more nor less than a hidden taxon postage. 

From an enforcement standpoint, moreover, the bill is bereft of standards that postal employees might use to 
separate "mandated" from "non-mandated" local government mail. Indeed, to ’the e)dent that a local 
government mailing serves a necessetty statutory purpose, it is at least arguable that suc^ mailing has been 
"mandated" - or else the local government might decline to make the mailing. It accordingly appears that the 
Postal Service would be unable to place any meaningful limits on the use of the reduced-rate mailing privilege 
created by H.R. 906, unless it determined to involve itself intrusively and constantly in the regulation of local 
governmental affars. That, it should be added, is an arena the Postal Service has no desire to enter. 

The vagueness of this proposal also makes it extremely difficult to envision its ultimate cost to postal 
customers. It is clear, however, that these costs would ultimately be shared by non-government mailers, 
including millions of individuals vrfio might never receive a "mandated" local government maling. Imposing 
the cost of such a local government entitlement program on postal customers is inconsi^ent not only v«th the 
purpose of Postal Reorganization - and any other postal reform legislation designed to place the operaticxis of 
the postal system on a scxind buanesslike footing - but also wflth the stated policy of Congress. Section 707 of 
the Revenue Fcxgone Reform Acd of 1993, set forth in Title Vll of Public Law No. 103-123, dedares: 

It is the sense of the Crxigress that any legidatim, enacted after September 30, 1994, v\4iich would have the 
effect of expanding the dasses of mail or kinds of mailers eligible for reduced rates of postage should provide 
for suffident funding to enaire ttiat neither any losses to the United States Postal Service nw any increase in 
the rates of postage for any of the other dasses of mail or Idnds of mailers wll result. 

The Postal Service respectfully submits that H.R. 906 is at odds with sound business principles and well- 
cxnsidered Congresaonal pdicy, and shcxjld not be enacted. 

16. H.R. 37 would amend lawto exempt veterans' organizations from regulations prohibiting the 
sdidtation of contributions on postal property. What are yourthoughts on H.R. 379? 

ANSWER: The Postal Service has a long-standing policy of keeping our premises dear of charitable 
solicitations and other activities that would detract from ttie use of post offices for the transacticxi of business. 
We are unable to single out veterans' groups from among the many other fine charitable causes v^ich might 
seek an exemption from ttiis general rule. M<xe importantly, ttie Postal Service does not wsh to be |:rfaced in 
the position of pdidng the activities of charitable groups, aid resportoing to related questions, complaints, or 
legal actions from postal cxistomers (w chaiitaWe CMganIzations. We accordingly Of^xwe frie enactment of 
H.R. 37 and similar legidation. 

a. Similarly, vN^iat are your views on the proposal to allow the flying of the POW/MIAflag on 
postal property? 

ANSVSER: We have dmilar practical reservations caiceming this proposal. Clearty, requiring the POW-MIA 
flag to be flown at every fadiity would have significait cost and administrative consequences. So, too, would 
opening postal premises to the display of flags belonging to other worthy causes and organizations. Rather 
than create disputes by granting excepticwis, our policy is to limit tiie flags displayed at postal fadlities to those 
of the United States arxl the P(^l Service. 

We believe It should be understood, however, that our reservations regarding this proposal do not reflect a lack 
of concern regarding tiie plight of the families of America's PCA/Vs and MIAs. WiVn this in mind, we have 
prxxluced two post^e stamps that have served as a reminder of tiie saaifices of tiiese individuals. The most 
recent stamp. Issued in 1995, brought the important message, "Never Forgotten", to millions of homes and 
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businesses in every comer of the v.orld. This followed our previous expre^ion of support In 1970, when we 
issued a postage stamp honoring prisoners of war and service members who were missing and killed In action. 

17. Would you update the Subcommittee regarding its ongoing concerns that the 1994 GAO 
recommendations on labor-management relations are not being met and, in particular, the long 
discussed labor "summit" has yet to be convened? To what do you attribute relationships where 
even at the senior levels there are no discussions on these problems, and with this attitude, how 
can we expect Improvements on the workroom floor? 

ANSWER: The question incorrectly assumes that even at the senior levels there are no discussions 
going on regarding the problems identified in the 1994 GAO report. On May 20, 1997, Vice President 
for Labor Relations, Joseph J. Mahon, extensively briefed the Subcommittee on the Postal Service on 
the status of the summit. In general, it can fairly be summarized that fora long period of time the two 
largest unions resisted our invitation to come to a summit to discuss the GAO recommendations. After 
they were finally persuaded to meet for this purpose under the auspices of the Director of the Federal 
Mediation and Conciliation Service in September of 1994, numerous meetings have in fact taken place. 
However, despite a commitment to participate in discussion of a range of strategic issues, the union- 
designated work teams attending the meetings have not been empowered to discuss anything beyond 
grievance and arbitration issues. 

18. During the recent hearing with the Board of Governors and the Inspector General, we discussed 
the concept of the application of whistleblower protections to employees of the Postal Service. I 
asked you about this proposal as a question for the record following a hearing in June 1995. Have 
you new or additional thoughts regarding this proposal? 

ANSWER: We continue to believe that the application of the VWiistleblower Protection Act to the 
Postal Service would not serve a useful purpose. Postal employees are already able to bring alleged 
abuses to the attention of their supervisor, the Postal Inspection Service, or the Inspector General. 

Postal employees are also protected against improper personnel actions by the collective bargaining 
grievance/arbitration procedure, and MSPB appeal rights for managers and supervisors. Adding another 
avenue for appeals would be unnecessarily burdensome, would complicate personnel actions, and might 
in some cases encourage abuses. 

19. Regarding the Mobile Data Collection Device project (MDCD), we understand that the Postal 
Service has opted to use a non-wreless option in this project. Could you describe the reason for 
the decision of wired over wireless? 

a. Would not a wireless MDCD option allow the USPS to be more competitive In the overnight 
delivery market, and would it not prove to be more cost-effective and provide a better return 
on investment? 

ANSWER: The MDCD procurement is for a data collection device the Postal Service will use to 
support our Delivery Confirmation service and for programs to improve the efficiency and effectiveness 
of our delivery and collection operations. Our market research indicates that we can better meet the 
information and cost needs of customers of our Delivery Confirmation service if we do not incur the 
additional cost of wireless communications. Our delivery operations management systems do not 
require wireless communications. 

b. Please describe the MDCD project, its goals and objectives as well as the timetable for Its use. 

ANSWER: To meet our customers' requirements, the Postal Service intends to provide a lowKxrst, 
easy-to-access means for confirming the delivery of their mall. The MDCD will provide the tool letter 
camera will use to collect Delivery Confirmation information. The Postal Service plans to begin 
deploying MDCDs this fall and complete the deployment of the devices early in 1999. The Postal 
Service plans to deploy management applications Incorporating the MDCD beginning in the spring of 
1998. 
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20. Regarding the interest identified during the hearing on the method by which postal uniforms are 
purchased, we appreraate your willingness to add a domestic content requirement into the new 
rules. Similarly, would you be willing to rxwimit to insuring that postal uniforms are not produced 
in sub-standard, "sweatshop" conditions? 

ANSWER: There has been rxrncem expressed about postal goods being manufactured in sweatshops. 
While we ate unaware of any exsting manufarSure of postal uniforms in surdr operations, it is important 
to note that any new system will have a domestic source requirement and vwll require any contraejor or 
subcontractor to be in compliance with all U.S. labor laws. Including the Fair Labor Standards Act and 
occupational Safety and Health Ard requirements. 

Plans to centralize uniform procurement are currenlly under review by Postal Service management and 
no final decision has been made. We will keep the Subcommittee apprised of any developments. 

21 . There has been some concern presented to the Subcommittee regardir^ the PosM Service 
representing the U.S. Government internationally. Section 407 of Title 39 says that the Postal 
Service, with the consent of the President, may negotiate and conclude postal treaties and 
conventions. Please provide a copy of this delegation of authority to the Subcommittee. 

ANSWER: There is no specaflc document delegating aulhority to the Postal Service. Since the enactment 
in test of the predecessor statute to section 407, it has been the position of the President and postal 
authorities that the sf^e does not require the Efflrmatlve consert of the Presider* , or that consent be given 
in any particular manner. The Government's view has been that the failure of the President to object to the 
establishment of international postal rates and other charges is consent to the establishment of such rales and 
charges The Postal Service, moreover, coordinates its international activities with the State Department as 
the Presidents representative fry franei^i atf*s, and the delegattas to meetings of the Universal PcbM 
Union are approved by the State Department. The President also approves any treaties or conventions that 
are concludecJ. 

22. How can you make sure Ihrt the mail of a "nonprofit" postal customer is eligiMe under postal 
rules? 

ANSWER; When a nonprofit customer presents a mailing for acceptance at the Nonprofit Standard 
Mail rates, it goes through an aeoepfanee procedure that includes verification of sortation, review of 
the mailing statement and a review of the mailpiece itself. However, it is not always possible to detect 
an improper mailing at the time of acceptance, particularly because the decision whether a mailing is 
eligible for the nonprofit rates sometimes cannot be made on the contents of the mailpiece. For 
example, under the cooperative mail rule, the mail must be solely that of the nonprofit: and, decisions 
In these instances can only be made after examining contracts or other evidence of the relationship of 
the parties to the mailing. Postal customers are encouraged to discuss their mailings with acceptance 
personnel befrre they are presented for acceptance to ensure compliance with requirements. 

23. How many cases of ineligible nonprofit mailings were decided in 1996? During that same time, 
how much revenue was collecfed from inetigibie nonprofit mailings? 

ANSWER: There are over 33,000 post offices, any one of which may have received a questionable 
nonprofit mailing. Sometimes the Irxal post offir* detects an improper mailing, charges the higher 
regular rate, and the decision is not appealed. Others are appealed to the Rates and Classification 
Service Center (RCSC) for a final agency decSsion, but may InvrNve only the eligibility of the piece for 
nonprofit rates and not a dollar amount for the mailing of such material. Cases involving revenue 
deficiencies which are appealed are initially decided by the RCSCs The final agency decision is made 
by the Manager, Business Mail Acceptance at Postal Headquarters, I can tell you that the Postal 
Inspection Service reported 1 7 cases to postal management involving questionable nonprofit mailings 
made during 1996. The amount of deficient postage for those cases totaled $233,966. 16. Management 
would then make a decision whether to assess additioral postage based on the Inspection Service 
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findings. Those cases may or may not have been assessed and/or appealed before collection efforts 
vwDuId be undertaken. 

24. Who is charged with the responsibility for deciding LISPS interpretations of nonprofit eligibility, 
and is there coordination and uniformity of decisions between facilities, offices and employees? 

ANSWER: The Manager, Business Mail Acceptance, Postal Service Headquarters, sets the policy 
for the administration of the nonprofit eligibility requirements and issues the final agency decision 
concerning the eligibility of a mailing to be sent at the Nonprofit Standard Mail rates. Initial appeal 
decisions are made by the Managers of five regional Rates and Classification Service Centers (RCSCs) 
under the jurisdiction of the Manager of Business Mail Acceptance. Much effort is invested to ensure 
uniformity of decisions between regional and local offices. Training, as discussed in the answer to 
question 26, is ongoing. The office of Business Mail Acceptance circulates Customer Support Rulings 
to large post offices, regional offices and many customers (this information is also on the Internet). 
Periodically, Business Mail Acceptance holds meetings with field personnel to ensure consistency 
between RCSCs. 

25. What prompted the 1996 revisions of USPS Publication 417 that nowinclude a "no adjective rule" 
in evaluating the eligibility of a nonprofit mailpiece? 

ANSWER: Publication 417 was updated as a result of Classification Reform to include newterminology 
(i.e.. Nonprofit Standard Mail versus the outdated Special Bulk Third-Class). The opportunity was used 
to enhance examples of mail \which is eligible for the Nonprofit Standard Mail rates. The so-called “no 
adjective rule" concerns the exception for pei^missible reference mailings at the Nonprofit Standard Mail 
rates. That exception, which is based in statute, exempts certain references to membership benefits 
from the advertising prohibitions on nonprofit mail, as long as advertising, promotional, or application 
materials for such services or benefits is not included. The example in Publication 41 7 at issue is on 
page 35 under section 6-3.3.7, concerning impermissible references. That example makes clear that 
the use of favorable terms such as “low cost" and "competitive" to describe available life and dental 
insurance coverage is considered "promotional" as used in the statute and, therefore, does not allow 
the mailer to take advantage of the permissible reference exception. The example is consistent with 
previous interpretations of the same rule dating back to the effective date of the regulation which was 
September 13, 1991. It is also consistent with other examples concerning advertising or promotional 
language located elsewhere in Publication 417. 

26. What type of training on these changes does USPS offer to its nonprofit customers and to the 
USP.T personnel who process nonprofit mail, and how does this training compare to the training 
and education effort which accompanied Classification Reform? 

ANSWER: When new restrictions concerning the content of nonprofit mail became effective in 
September 1995, an extensive training effort was undertaken to ensure that postal personnel and 
customers were advised of the new rules. Postal Service Headquarters worked closely with the National 
Federation of Nonprofit Mailers to put on a series of national seminars. Headquarters has also worked 
closely vwth the Alliance of Nonprofit Mailers, including Joint participation in training sessions such as 
MailCom in Atlantic City, Twice each year. Postal Service Headquarters conducts a nonprofit session 
at the National Postal Forum, When new restrictions on advertising were introduced in September 1995, 
national training sessions for managers were conducted in Washington, Denver and San Francisco. 
Headquarters has participated in training sessions for postal inspectors as well as sessions for the 
D.C. Bar Association and the American Bar Association. The RCSCs routinely conduct training for 
acceptance managers in their areas. Other training consists of local focus groups and postal customer 
council meetings, as well as periodic national training for Business Mail Entry unit managers who in turn 
conduct local training. Two editions of Publication 417 have been published since September 1995. 
Before introducing the first edition, postal officials met numerous times with industry representatives to 
discuss content, format, examples, etc. As noted earlier, a second edition was published as a result of 
terminology changes associated with Classification Reform. These training efforts are very similar to 
those which accompanied Classification Reform. 
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27. In addition to the recent GAO report on post office closings, as you are probably aware there have 
been some critical news items recently on post office dosings and the effect on a community. 

As you taiow, the GAO's review of p<^ office dosing d^a ^ov^ that the closings affect vwhat is 
truly small town America. For example, the closings for fiscal - years 1935 and 1996 occurred in 
communities vAith an average population of 206 citizens, 6 businesses, and a post office that 
averaged 13 transactions per day and operated at a loss. The 1970 Ac! requires that no small 
post office be closed soldy foroper^ir^ at a defidt, and the 1976 amendments to the Act stipulate 
that the USPS "must consider” effects on the community served, postal employees, and postal 
services, as well as economic savings to the USPS. In addition, the law requires that the USPS 
must provide customers its written proposals, findings, and their appeal rights; customers may 
appei a closure to the Postal Rate Commisdon. 

a. To what extent does the current closure process truly provide an affected community the 
opportunity for their views to be "considered'?" In light of some of the negative news items of 
late that demonstrate communities' concerns about not lieing heard, how can this ixocess be 
improved? Some have suggested that an affected community's concerns must be more than 
"considered" and instead must be respected. How do you respond to such a suggestion? 

ANSWER: The Postal Service is giving customers of affected offices multiple opportunities to express 
their views on the possible discontinuance of a post office. The Postal Service conducts community 
meetings, provides questionnaires to all customers in the community and maintains a supply of 
questionnaires at the service window for retail customers. The proposal to dose or consolidate the 
po^ office is posted for a 60-day posting period. Regulations requre the posting of a final determination 
to close or consolidate a post office, which informs customers howto appeal that determination to the 
Postal Rate Commission. Customers’ views and concerns are looked upon with respect at ail levels 
of the Postal Service; they are always considered, and, where feasible, addressed by mitigating or 
eliminating the concern. The current procedure provides ample opportunity for input, requiring 
responses at every step of the process. 

The recent negative press repK)rts of whidi we are aware involved relocation of post offices, rather than 
discontinuances, and those procedures have now been modified to provide greater opportunity for, and 
consideration of, public perceptions. 

b. Does the Service find out v^ether the communities with cJc^ed post offices are ^tisfied with 
the alternate mail service provided after the closing? Have you ever found a case where 
closing the post office was a mistake from a community service standpoint? If so, did you 
reopen that post office? 

ANSWER: A 1975 GAO Report to Congress stated that service provided to customers does not suffer. 
GAO interviewed citizens of 32 rural communities in 28 states where the Postal Service had recently 
closed small post offices and provided alternate mail service. Nine of every ten customers said that mail 
service was at least as good as. and in a number of instances, better than before the changes. Elderly 
customers who began to receive home delivery as a result of a change were especially pleased. It is 
the opinion of postal officials that this statement is still accurate. Recent postal customer questionnaires 
from suspend^ offices indicate that customers rated their service favoraWy since fte suspenson of 
the post office. We are unaware of any finalized discontinuance case where the Postal Service did not 
provide customers vwth effective and regular service. By law, the Postal Service cannot discontinue a 
post office unless effective and regular service is provided to the affected community. Postal Service 
Headquarters receives frcxn the field discxinlinusnce cases in which a proposal, but not a final 
determination, has been posted. In some cases, Headquarters later returned a case to the field based 
on the conclusion tiiat the discontinuance was not warranted or the proposed replacement service was 
inadequate. Customer concerns are examined closely at this stage of the dlsGontinuance process. 

Some such offices were later discontinued in favor of more appropriate replacement service, whie 
others were not. 
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c. As you are aware, some of the concerns raised by communities in the news relate to post 
office ^Locations within a community rather than a closure. Many view the Postal Service 
operations as integral to the survival of downtown America. Similarly, m^y view that wishes 
of the local community must be respected when even considering a relocation. To what 
extent should the Postal Service be required to consider the views of the community when 
considering a relocation as well as a closure? 

ANSWER: The Postal Service takes seriously Its status as a member of virtually every community, 
neighborhood, town, and city In America. It has long been national policy that new, expanded, or 
relocated facilities are brought to the attention of local officials whose views are sought in the planning 
process. Although this policy is not mandated by statute, it Is enforced by the Postal Service and has 
been widely successful In maintaining cooperative and mutually beneficial relations with communities of 
all sizes and types. The Postal Service would oppose expanding the procedures concerning the dosing 
or consolidation of post offices to Include the relocation of a facility. We believe that such action would 
destroy the possibility of a quick, amicable resolution of matters through open discussions between 
postal officials and local officials, and substitute an adversarial relationship. Indeed, it could bring an 
unfortunate close to a long history of successful discussion and compromise regarding newer remodeled 
post offices, which would not benefit the Postal Service or its customers, 

d. How does the Service consider the economic impact of moving a post office within a 
community, or the economic impact of closing a post office? 

ANSWER: In relocating a post office, every effort is made to remain In the general area of the current 
facility. Sometimes, this is not possible and the Postal Service has to move outside the city’s established 
boundaries. In many discontinuance studies, the post office is the only business in town and the other 
businesses have been closed for a significant period of time. Part of the postal customer questionnaire 
asks whether customers will continue to patronize local businesses if the post office were closed. 
Additionally, we ask the customers where they shop, socialize, work or bank. Generally, we find that 
customers do their shopping, banking, socializing, etc., outside of the community because of the lack 
of businesses in town. The Postal Service considers these factors as part of a discontinuaice study to 
determine whether they militate in favor of, or against, a proposed discontinuance. 

28. Should there be special rules when dealing with the relocation or closure of a building ttiat 
is registered with the National Trust for Historic Preservation? 

AMSWER; No. A vast majority of post office closings are in rural or unincorporated areas and there 
Is little indication historic or cultural resources are adversely Impacted by such closings. The Postal 
Service currently complies with provisions of the National Historic Preservation Act (NHPA) and the 
Advisory Council on Historic Preservation (36 CFR 800). These procedwes are applicable to all Federal 
agencies. The Postal Service believes these regulations are more than adequate to protect historic and 
cultural resources eligible for or listed on the National Register of Historic Places. 

(f a post office is to be relocated and it is eligible for or listed on the National Register, postal procedures 
also require full compliance with, specifically. Section 106 of the NHPA. This is a standard federal 
process to mitigate any adverse effect, either direct or indirect, the relocation may have on a historic 
district, site, building, object, or structure. 

a. How many buildings does the Service own or lease that may have historic value? 

ANSWER: The Postal Sen/ice has in excess of 1 ,000 buildings listed on the National Register of 
Histone Places. The majority of these were nominated by the Postal Service over the past twelve years. 
Wth the exception of the National Park Service, it is the largest number of properties listed on the 
National Register by any Federal agency. 

b. How does the Service consider the historic value of these buildings when deciding to close a 
post office? 
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ANSWER: If a post office is to be dosed and it is eiigibie for or iisted on the Nationai Register of 
Historic’ Piaces postai procedures require compiiance with the generai provisions of Section 106 of the 
Nationai Historic Preservation Act. This is a standard federai process to mitigate the adverse effect a 
closing may have, either direct or indirect, on a historic district, site, building, object, or stnrcture. 

c. What is the Service doing to protect the historic value of these buildings? 

ANSWER; The Postal Service has an ongoing program of compliance with historic preservation 
procedures. If a new postal facility is to be constoicted or an existing facility is planned for maintenance, 
renovation, expansion, or disposal, we comply with the Secretary of Interiors Standard for Rehabilitation 
and the provisions of the Nationai Historic Preservation Act. 

The Postal Sen/ice presently checks with the historic register to see if the facility is listed when we review 
an office and what effect the discontinuance would have on the facility. Customers and local postal 
officials typically bring to light the historical significance not only of buildings but also of the community, 
post office, and surrounding area during the course of evaluating the impact upon a community in a 
discontinuance study. We follow up on the information provided to us by the customers. 

29. One way in which the Postal Service can close a post office is through an emergency suspension 
of a post office's operations, such as when a lease is canceled, damage to the building, occurs, 
or loss of the postmaster. Under this emergency suspension process, the Postal Service has 1 80 
days to decide whether to enter the normal closing process (which then makes it subject to the 
full notice, comment, and appeal process for the community) or to keep it open. However, I 
understand that in some cases a post office remains closed through emergency suspensiori for 
many years; for example, the recent GAO report found that 23 post offices have remained in 
emergency suspension status for more than 10 years. 

a. Why do some post offices remain in emergency suspension status for so long? How do you 
respond to the concern from some communities that the Postal Service uses its emergency 
suspension authority to close a post office but avoid having to go through the community 
notice, comment, and appeal process? In other words, can keeping a post office in emergency 
suspension status for years be said to prevent citizens from appealing to the PRC what is for 
all practical purposes a closure? 

ANSWER; The discontinuance process is very lengthy (18 to 36 months) and postal policy and law 
must be followed. Some discontinuances are more complex than others and require more community 
interaction and feedback. All offices, whether they are suspended or not, must go through the 
discontinuance procedure to be officially closed, and customers will have an opportunity to express their 
concerns and appeal a final determination. We have focused new resources upon the accumulation 
of older suspensions. GAO recently identified 1 50+ offices that have been suspended for 5 or more 
years; the Postal Service has asked the Area Managers to prioritize their processing. This may lead to 
a temporary increase in discontinuances, but should eliminate the older cases. The fact that operation 
of some offices has been suspended for many years is probably due to a number of reasons. These 
include the facts that suspension can be authorized by field officials, while discontinuance requires 
Headquarters approval, and that turnover in personnel, with the wave of retirements in the early 1990s, 
both stalled and forestalled discontinuance studies. The Postal Service believes that the steps recently 
Initiated with Area Managers will eliminate this problem. 

b. How are communities notified that their post office has been suspended? Do the communities 
with post offices in emergency suspension status have avenues to express their concerns with 
the Postal Service? 

ANSWER: Customers are normally notified by letter that the post office will be suspended, the reason 
for the suspension, the date of suspension, the alternate service provided, and who to contact tor 
questions. In some instances the Postal Service does not have time for advance notification so a 
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notice is posted at the post office and customers are notified individually at a later time. Under the 
discontinuance process, customers of suspended offices have the same avenues for expressinp their 
concerns as customers In operational offic-es. 

c. What is the Postal Service doing to reduce the backlog of 470 post offices that GAO found 
remaining In emergency suspension status? 

ANSWER: In addition to the steps identified in response to question 29a, the Postal Service conducted 
comprehensive training for several hundred field officials that, in addition to providing standardized 
materials and lessons in the “do’s” and “don’ts” of discontinuance studies, emphasized the necessary 
link between suspensions and discontinuance studies when operation of the office is not resumed. The 
concurrent establishment of a reporting requirement upon suspension of an office's operation has added 
accountability to this link. 

d. How long do you believe that it is appropriate for a post office to remain in emergency 
suspension status? Is there some way for the Service to speed up this process so that 
customers know sooner if their post office Is going to stay closed or be reopened and when? 
Should there be a legislative mandate that limit emergency suspensions to no longer than the 
180-days in which time a decision must be made whether to officially close or reopen? 

ANSWER: The length of time the operation of a given post office ought to be suspended is not 
amenable to specific, fixed limits because local conditions necessarily vary from case to case. This 
is v\*y suspension authority is vested locally. If an office is suspended and later discontinued the 
Postal Service would prefer that such final action be completed within 2 or 2 years to allowVor proper 
wmpletion of a discontinuance study. Since discontinuance studies can easily require 18 to 36 months 
(see the response to question 29a), a 180 day limit on suspensions would be wholly unworkable. 

30. To what extent, if at all, should community views be considered when closing a contract cost 
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ANS\^R: Contract post offices (CPOs) are generally not closed if they retain any operational vitality 
Indeed, the most common reasons for closing a CPO are the substantial absence of customere or 
any qualified bidder - which tend to occur together. Since the customers of a CPO are generally 
aware when the lack of a bidder threatens continued operation, any subsequent closing is not a 
surpnse. Unlike other types of contractor^jperated postal facilities, discontinuance of a CPO requires 
Headquarters approval. Such approval is usually based upon a written record that includes customer 
input garnered from questionnaires, and community meetings. As such, decisions to close CPOs are 
based upon customer input comparable in many respects to input obtained when discontinuing a post 
office. If customers are opposed and an appropriate bid and bidder are located the CPO would not 
ordinanly be closed. 


31 . How long does it take for the Service to close a post office? What is a reasonahle amount of 
time to take to formally close a post office? 


ANSWER: The GAO reported that it takes an average of 4. 1 years to complete the post office 
disrantinuance process, although the median time is likely somewhat less since only a few have taken 
substantially longer. While the Postal Service would like to see a study completed within 2 or 2 ’/5 years 
the extensive steps required of any discontinuance study mean that 2 to 3 years is likely to remain the 
minimum time required for the foreseeable future. 


a. GAO reports that many Service decisions to close were prompted by postmaster retirements 
promotions, transfers or resignations. It would appear reasonable to suspect that some of 
these events could have been anticipated. And if these events could be anticipated, perhaps 
the time taken to close could be reduced somewhat from the 4 years found by GAO as the 
average amount of time to close a post office in 1995 and 1996. Does the Service maintain 
such a list of potentials closures? If no, why doesn't the Service maintain such a list? 
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ANSWER: In cases where the Postal Service knows ahead of time about the retirement, etc., of a 
postmaster, the review is often started; the recent training and management steps identified in response 
to other questions are intended to increase the frequency of such forethought. While those generically 
opposed to closing post offices have insisted that the Postal Service maintains a secret "hit" list of 
targeted offices, there is no such list; indeed the logistics of establishing and maintaining such a list 
would make it an administrative nightmare. The primary barriers are the division of decision-making 
authority and the volatility of any such list. In particular, district managers are given the authority both 
to initiate discontinuance studies and to approve the posting of a proposal to discontinue. Some offices 
for which a study is authorized are not subsequently approved for posting of a proposal. Maintenance 
of a target list would thus require district managers to make a third decision: whether an office should 
be removed from the list and, if so, when. These decisions would then need to be rolled up nationally 
to produce a list. A decision to post a final determination to discontinue an office, on the other hand, 
may only be approved by Headquarters, and as previously indicated, approval is by no means automatic. 
Given these means of managing the discontinuance process, the Postal Service believes this process 
serves the needs of both postal managers and the public while fully complying with the statutory, 
regulatory, and public interest obligations. Since maintenance of a target list would offer no assistance 
in meeting these obligations while adding unwarranted administrative complexity, the Postal Service 
does not currently maintain such a list, and has no future plans to do so. 

b. What happens to postmasters whose post office is suspended due to a disaster or safety 
hazard? 

ANSWER: Ordinarily, such postmasters wouid serve as the key operational officials assuring the 
continued provision of postal services to customers whose office is affected, whether they do so out of 
their garages or neighboring facilities. In effect, they receive temporary reassignments. By the time an 
office is ultimately approved for discontinuance, the employee will have been assigned or transferred to 
a new position, within ready commuting distance. 

32. As you mentioned in the hearing, the Office of Government Ethics recently informed the Postal 
Service that the Service had addressed the Office's long-standing recommendations. As the 
GAO noted, since 1991, the Office has made six re;views of the Service's ethics program because 
of long-standing and ongoing concerns; typically, executive branch agencies are reviewed once 
every 5 years. Why did it take so many years to finally address the concerns of the Office of 
Government Ethics regarding the Postal Service's ethics environment? 

a. Howdoes the Postal Service oversee its ethics environments. For example, who is 
responsible for administering the program and how is the program implemented? 

b. What actions have you personally undertaken as well as carry out on a regular basis to 
demonstrate strong management support for the Postal Service's ethics program, particularly 
ethics awareness among purchasing personnel? 

c. What kind of staff resources, including number of employees, are devoted to administering 
the Service's ethics program? 

d. How can you assure the Subcommittee that your actions to comply with the long-stending 
Office of Government Ethics recommendations will finally ensure an improved ethics 
environment? 

ANSWER: We believe that these matters were addressed fully in the 12-page discussion of the Postal 
Service's ethics program provided for the hearing record. Another copy of that document is provided as 
Attachment I, along with the March 6, 1997, letter from the Office of Government Ethics indicating that their 
recommendations have been impiemented and their review concluded. Ethics will continue to be an important 
focus of attention in the Postal Service. 
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33. How would you viewthe Postal Service's progress in impiementing the Postal IG legislation? 

What problems, if any, do you believe have been encountered in implementino this change? 

ANSWER: The Postal Service has worked very closely with the Inspector General since her 
appointment and has moved as quickly as possible toviand implementing the Postal IG legislation. 

Many meetings of functions related to the impiemenlation have been and continue to be held, and an 
air of urgency has been pervasive at all of these meetings. Most of the problems encountered revolved 
around the difficulty of adapting the Postal Service’s complex payroll and Human Resources Information 
Systems to process the IG’s hybrid of GS and postal pay systems. Developing an accurate automated 
system involves major system changes, which are being tackled as quickly as possible. As the Office 
of the Inspector General continues to determine its business requirements for unique IG pay and 
benefits pacteges. Payroll and Human Resources Information Systems are investigating what alterations 
these two existing systems vwll require. The Postal Service is also evaluating purchasing third-party 
approaches for processing IG personnel actions and payroll. Until processing for the new pay and 
benefits packages can be fully implemented, IG employee schedules are being hired and paid under the 
existing Postal Service Executive Administrative Schedule (EAS). This issue has not restricted the IG's 
ability to hire personnel. 

a. To what extent have you ensured that the Postal Service is meeting all space budget and 
logistical needs of the Office of Inspector General? 

ANSWER: After the discussions with the new Inspector General, the Governors, at their March 1997 
meeting, approved a $5 million, 60-day interim budget for the new Office of Inspector General (OiG). 

The purpose of this interim budget was to allow the Inspector Genera! adequate time to prepare a budget 
for the current fiscal year. The Inspector General subsequently submitted a Fiscal Year 1997 budget 
requestor $19.2 .million. The Governors approved Fiscal year 1997 budget for the OiG at their April 
1997 meeting. 

With respect to space and logistical needs, our Facilities office has been working with the IG for several 
months to determine their space needs for the Headquarters operation and their Eastern and Western 
Duty Stations. Working with the IG proposed hiring plan, they have developed space needs according 
to the number of people, function and date needed. To date, we have provided space for the !G and her 
immediate staff in Headquarters, and have leased space in the L’Enfant Plaza North Building for over 
125 of her Headquarters staff. In August 1997, according to her hiring plan, we will need additional 
space for her Eastern Duty Station and the remaining Headquarters staff, who will be hired between now 
and early 1998. We are securing temporary space to be available in August, and are working to finalize 
long term space for both ^notions. The IG recently advised of the need for space for her Western Duty 
station. We are developing a list of possible sites which would meet her requirements and wall present 
them for her review in the next fewweeks. Facilities personnel meet with the IG regulariy to assure that 
we remain on schedule to provide space as required. 

34. The GAO reported on several occasions last year that the Postal Service’s internal controls were 
senously inadequate in purchasing, protecting the privacy of address changes, the acceptance of 
bulk mail, and Express Mail corporate accounts. In 1994, the GAO reported on weak controls 
over postage meters. Further, although the Postal Service committed to corrections in all of 
these areas, the Senrice experienced a major cost overrun in the marketing budget this past fail. 
According to the Postal Inspection Service, part of this latter problem resulted from the Controller 
agreeing to waive the normal review over Marketing expenses. With this system or monifraing, 
the Controller permitted Individual line items, such as advertising and promotions, to go over 
budget as long as total expenses were reported to be within the budgeted amount. The result 
was that Marketing overran its budget by $46 million. What are you doing to demonstrate strong 
management support for improving the internal controls to protect revenue and oversee spending 
in the Postal Service? What assurance can you give this Subcommittee that the magnitude and 
frequency of problems in this area will diminish? 
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ANSWER: One of the GAO reports cited was issued in January 1996, titled Condition s Leading to 
Problems in Some Major Purchases . The report addressed 7 purchases, made over a span of 8 years, 

4 of which had been studied in earlier reports, and found that the problems occurred not because of a 
lack of proper control and oversight, but rather because of “poor judgment and decisions to circumvent 
existing internal controls to meet perceived operational exigencies." As GAO also noted in the report's 
conclusion, “We believe that the changes that the Service has made to improve major acquisition 
integrity are steps in the right direction." 

These steps cited by GAO include the consolidation of v^at had been three independent purchasing 
organizations under the authority of the Vice President, Purchasing and Materials; assuring the 
independence of purchasing personnel from the organizations specifying contract requirements; ongoing 
efforts to improve our purchasing policies (which have most recently led to the issuance of our new 
Postal Service Purchasing Manual (PM), and which we will discuss further in response to the question 
below); and continued emphasis regarding standards of ethical conduct. 

In his response to the report, the Postmaster General noted that the purchases studied were a small 
percentage of the total made during the 8 years, and that they resulted not from defects in our 
purchasing policies but from officials choosing to deviate from those policies. The Postmaster General 
also noted many of the efforts we have taken to ensure the proper amount of management oversight 
white maintaining the efficiency and effectiveness of our purchasing operations. 

in a more general sense, we believe that our policies combine the efficiency of private-sector purchasing 
with the commitment to fairness and accountability expected of a public agency. We also believe that 
providing contracting officers the discretion to exercise their business judgment, reinforced by manage- 
ment control and oversight, is the best insurance that our purchases are conducted faldy, and that 
purchasing-related decisions are made based on the business and competitive objectives of the Postal 
Service. 

One of the problems relating to corporate advertising is the time lag between contractors rendering 
service and actually submitting bills, in addition to the fact that business with the largest advertising 
agencies was not being coordinated. Several steps have been taken to address this problem; 1) the 
Department of the Controller worked with Marketing to install an expense tracking system to track 
program expenditures; 2) a staff member of the Inspection Service has been personally monitoring 
and approving bills and advising the Department of Controller staff when service has been rendered so 
that accruals are promptly made; and 3) Department of Controller personnel have been meeting with 
Marketing officials on an accounting period basis to review the status of corporate advertising programs 
and ensure that they are within budgetary limits. 

We feel that these steps have effectively addressed process and control issues in this area. 

a. There have been reports in the press that problems were uncovered during the review of 
Marketing expenses related to the uncontrolled use of corporate credit cards by postai 
personnel. Could you explain under what conditions do postal officials receive credit cards 
to use in the course of postal business, and what controls are in place to oversee their use? 

ANSWER: Postal credit cards are issued only after it has been ascertained that a department has a 
specific and continuing need to order commonly used supplies, materials and or services in the normal 
course of an everyday business enterprise. A postal credit card is the primary means of buying and 
paying for day-to-day operational needs. It expedites purchases, reduces paperwork, and reduces 
administrative costs. 

Cardholders and credit card approving officials must be postal career employees. A Postal credit card 
will not be issued until the receiving employee has been trained in its use and given delegated local 
buying authority in writing. The cardholder and the Credit Card Approving Official are responsible for the 
proper use of the credit card. They must sign an acknowledgment of the Standards of Ethical conduct 
for employees of the Executive Branch before an account can be established. 


21 



116 


Complete documentation must accompany any credit card purchase. Credit card holders canrert 
approve their own purchase requests. Separate statements are issued to the Credit Card Approving 
Official at the end of each billing period wfHch are then reconciled \Mth file credit card holders’ 
reconciliation statements to assure all purchases have been accounted for and backed up with proper 
^Kirchasing documentation. 

In addition, a complete manual has been issued whidh delineates all the conrect procedures to be 
followed and lists purchases that cannot be made with the credit card. The number of credit cards issued 
have been greatly reduced, arKi all cmdit card hdder^ as well as approving offidals have received 
mandatory training on the proper use of credit card purchases and procedures. 

b. Although Loren Smith resigned on November 1, 1996, he received a severance payment of 
$94,000 earlier this year, <m top of his actual compensate in of $121,153 arKi an a 
payment for unused annual leave of neariy $16,000. Did Mr. Smith receive his severance 
payment in 1997 merely to avoid exceeding the compensation cap in 1996? 

ANStAffiR: Once a perscm terrdnat^, they are no Icmger an employee aid are, therefore, no lc»iger 
subject to the salary cap. So, the year of the payment of the referenced items was not a factor. 

G. 1 understand that under the law, the Postal Service has the auth^ty to “hire execufives 
under employment contracts for periods not in excess of 5 years.” V^ile I sppredate fte 
Service's desire to adjust the compensation cap provisions of the lawto better attract qualified 
executives {in fact, HR 22 addresses this matter), it is the law until Congress acts. Does the 
Postal Service believe that since the law speaks of a compensation cap, benefits that are paid 
in any year can exceed the cap? 

ANSWER: By the express language of the statute, the statutoiy compensation rap is Imposed on 
compensaUcwi, not ber^fits. This potion alses from ttie terms of the mlswmt statute, 39 U.S.C. lOD^a). 
Sedion 1003(a), the statute vrfiidi Imposes the pay rap. uses the term ’’comf^ns^ion and ben^ts” three 
times “'the Postal Service shall das^fy and fixthecompsnsation and benefits of all officers and employees 
"(ip shall be the policy of the Post£ri Service to rraintain compensation and benefits for all officers aid 
employees on a standard of companal^lity to the rampensation and benefits paid forcomiaraWe levete of 
work in the private sector of the economy." Yet, when providing for the pay cap, section 1003(a) uses the 
single word ''compensation" - "fnjo officer or employee shall be paid compensation at a rate in excess of 
the rate for level 1 of the Executive Schedule Thus, there Isa clear distinction between compensation 

benefits in terms of the rap. As a resist, the Postal Servira's coniiibuttons ftwiend ai emi^oyee's fife 
insurance, health insurance, retirement program, and thrift savings plan - to dte some examples of benefits - 
are not induded in the cap. And it is ou- understanding that this holds true for federal employees outside the 
Postal Service, who are governed by a similar statutory cap. indeed, if such ben^ts were Induded in the cap, 
f^er^ postal employees at cr even nea- the cap In t&ms of compens^on would, by virtue of these 
benefits, exceed the cap. 

d. How many post^ executives are currently working under employment axttr^ts'? Do their 
contracts provide features such as Mr. Smith's (i.e., severance payments)? Although 
Mr. Smith did not own a home in the Washington area and is not purchasing a home in his 
new location, he was still paid the miscellaneous allowance provided for relocation expenses 
of $10,CXK). This amount does not even include his exposes frx’travel tolls new locatir»i, 
movement of househdd goods, sffid an approved lease canceifation. Do you believe that ttiis 
"miscellaneous expense allowance" Is generous, and if not, why not? 

ANSVtSR: Currently, the Postal Servira has one executive w)i1<irQ under an employment cxMitr^jt. 

The executive, Gerald McKieman, is working in a non-officer, PCES 1 position of Manager, Legislative 
Affairs. Upon expiration of the contract. Mr. McKieman will be entitled to: a) severance pay for a period 
not to exceed six months or until he commences other employment, v^lchever is earlier; and b) 
executive outplacement service. 
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With respect to Mr. Smith’s relocation expenses, officeis who leave the Postal Service receive the 
standard executive relocation benefits which today includes home purchase, advance house huntinfl 
trips, selected dosing costs on the new home, transportation of household goods, and enroute expenses. 
The miscellaneous expense allowance is provided to cover costs not covered by our procedures, such as 
purchase or cleaning of carpetsfdrapes, home repairs, etc. Mr. Smith received the standard executive 
relocation package, however, he did not use all the relocation features of this package. Since he did not 
purchase/sell a home in the D.C. area, nor purdiase a home after leaving the USPS, the USPS did not 
incur the most expensive features of relocation process-the sales commission and closing costs of a 
home, in light of the above, we do not believe the $10,000 miscellaneous expense allowance was 
extravagant. 

35, What is the status of the Postal Service's efforts to improve Ihe management of major purchases, 
the purchasing process, and the training and ethics awareness of purchasing personnel? 

ANSWER: Our efforts in these areas have proven very successful. We have issued new purchasing 
policies designed to ensure that our contracting officers and purchasing specialists further the business 
and competitive objectives of the Postal Service; we have established a newinlemal control method 
called the Purchasing Assessment Program; and we continue to emphasize ethics awareness, education 
and training, and the professional development of our purchasing professionals. 

In January, we issued our new Purchasing Manual (PM), the first complete revamping of our policies 
since 1987. The result of a year-long review and redrafting effort by Purchasing and Materials, Diversity 
Development, and the General Counsel, the newPM contains several important newconcepts and 
approaches; among the more significant is a heightened focus on teamwork between the contracting 
officer, internal customers, and others involved ir the purchase. These purchase teams will result in 
more oustomer involvement in the purchasing process and in better overErtI ooordinatton and customer 
satisfaction. A policy of prequalificafion, which has long been used in our purchasing, has been 
reemphasized, and we have made past performance an essential evaluation factor. Supplier diversity 
has received heightened attention as a major strategic initiative, and our new policy mandates that 
contracting officers ensure that our supplier base reflects the diversity found in the American supplier 
community. Establishing a common, simplified purchasing process to be used throughout Postal Service 
purchasing and adapting commercial purchasing practices for those goods and services available in the 
commercial marketplace will go far in making purchasing more efficient and more effective. Lastly, the 
new policies represent the oulmlnation of our purchasing consolidation efforts mentioned above and 
begun in 1993. 

The Purchasing Assessment Program is a new oversight tool which provides a focal point for measuring 
purchasing performance, improving intern^ controls, and providing management with the information 
necessary to ensure optimum performance. The program involves data gathering and analysis, and 
assessment and improvement of our purchasing activities. Combined wth existing control and review 
procedures, the Purchasing Assessment Program will bring a sharper focus to our activities, provide 
meaningful measurement of them, and will allow us to more quickly determine where and what we can 
improve. 

In addition to our ongoing training (the Postal Service manages one of the federal government’s most 
extensive purchasing and materials curricutum and professional development program), we recently 
broadcast nationally a 2-hour seminar titled The Purchasing Manual - New Directions . The seminar 
discussed our new policies, and was presented 4 times in 2 days to an audience consisting of managers, 
contracting officers, purchasing specialists, and Purchasing and Materials' customers. 

Under Office of Government Ethics guidelines, the Postal Service must provide covered employees 
with annual ethics training. During the current fiscal year, we have fulfilled this requirement using an 
interactive Computer-Based Training program bijlding on the program we used in 1996. Two new 
modules (Misuse of Position and Equipment, and Post Employment) are currently being developed and 
will be added to the current seven modules. 


23 



118 


In conclusion, we feel we have made meaningful improvement in each of the areas referenced in the 
question. 

36. What is the status of the Postal Service's efforts to (1) estat^ish stronger requirements for opening 
Express Mall corporate accounts and (2) hold managers and employees aocountable for handling 
Express Mail corporate accounts' transactions in accordance with the Service policies and 
procedures for verifying Express Mail corporate account numbers, closing Express Mail corporate 
accounts with negative balances, and recording required data for all Express Mail packages 
accepted? 

ANSWER; In March 1997, the Postal Service increased the minimum balance to open an Express Mail 
Corporate Account (EMCA) to $150. Employees processing new account applications also were required 
to begin to verify that the address contained on the application was a valid mailing address before 
approval fora new account is to be given. 

A memorandum was sent to field managers in March 1997 reiterating that the following requirements be 
met by acceptance employees: 

1) An Invalid Express Mail Corporate Account Numbers list, which is updated every two weeks in 
the Postal Bulletin, must be checked before acceptance of any EMCA shipment is completed. 

2) A manual verification of EMCA post off ce label copies with the retail acceptance unit listing 
must be made daily and corrections entered as necessary. 

3) Reports contained in the Electronic Marketing Reporting System, which is the means used to 
credit customers' accounts, must be accessed to detect EMCA transactions which could not be 
credited to a specific EMCA for investigation and corrective measures. 

In addition, policy was changed so that accounts with a monthly ending balance below their required 
minimum balance for two consecutive months, could be closed by the Postal Service. Previously, the 
time period was three months. 

a. Given the Express Mail corporate account revenue losses and other related problems reported 
by the GAO, why are Express Mail corporate accounts the most cost-effective method for 
achieving the purpose for which they were intended (iie., to attract more Express Mail 
customers with a convenient way to pay postage), in light of all the relevant factors, particulady 
the increased availability of other payment methods such as debit and credit card charges? 

ANSWER: The corporate account is convenient for customers who do not have a postage meter or 
weighing scale, or those who do not want to come to a post office to pay for each shipment individually. 

By using the corporate account these mailers can give their Express Mail to their carrier or drop it into 
an Express Mail collection box. Many EMCA holders also require a list of shipments made which they 
receive monthly from the Postal Service. 

One effort of the new package pilot group will be to provide customers payment alternatives for their 
specific needs. These alternatives could improve upon or replace Express Mail Corporate Account. 

37. In reganl to the Service's initiatives to correct the problems identified by the GAO in the 

acceptance of bulk mail, GAO noted they offer the promise of addressing the concerns. However, 
as evidenced by the continuing pattern of internal control problems, sustained management 
attention is needed to ensure continued improvement. This area of bulk mail is vitally important 
given the increasing volumes of barcoded mail. Witen do you believe the bulk mail acceptance 
system will be operating effectively and providing the Service with reasonable assurance that all 
significant amounts of bulk mail revenues are being collected? 

ANSWER; Although we believe that the bulk mail acceptance system is operating effectively at this 
time, we continue to look for opportunities to improve the processes. To that end, we are currently 
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sponsoring a process management effort in the area of Protecting Revenue. Our process management 
team is currerttly odlecting data to identify improvement opportunities in the acceptance of permit 
impnnt mail at Bulk Mail Entry Units. 

a. How is the Service reasonably assured that: 

* required mail verifications, including supervisory reviews, are done and the results 
are documented as required? 

p mailings resubmitted following a faied verification are reverified and errors are 
corrected? 

acceptance clerks and supervisors are provided vwth adequate, up-to-date proccdtres, 
training, and tools necessary to make efficient and objective verification determinations? 

♦ information on the extent and results of verifications, including supervisory reviews, is 
regularly reported to appropriate levels. Including Postal Service Headquarters, and that 
such information is used regutady to assess the adequacy of controls arst staffing 
training needs, and acceptance procedures? 

« risk becomes the prominent factor in determining mailings to be verified? 

ANSW/ER: Reports of verifications are rolled up at the national level. Irtftrmaiion is reviewed and 
irregularities are referred back to Area offices for resolution. In-depth verifioatiais are performed on 
12 percent of the mailings subject to Two Pass, which is consistent with our expectations. We have 
just completed refresher training for all Managers, Business Mai Entry, to ensure all available tools 
are utilized as we continue to look for technology solutions to provide more effident and objective 
evaluations, information on the extent and results of verifications is now avalaMe on our internal 
Executive Information System to allow immediate access by field managers responsible for managing 
this process, implementation of One Pass/Two Pass was a significant step in movement toward risk 
as the prominent driver of verification. Additional opportunities are built into the Direct Link project. 

b. In addition, what Is ihe status of your efforts lo develop methodologies that can be used ID 
determine systemwide losses associated with accepting improperly prepared mailings? 

ANSWER; Rather than develop methodologies to determine systemwide fosses, we are focusing on 
identifioation of systemwide opportunities to improve our revenue protecticn processes as described In 
the previous response. 

c. What is the status of the Postal Service’s Manifest Analysis Certification program, which 
is designed to evaluate commercial manifest software? 

ANSWER: The Postal Service has certified ten products produced by seven software vendors under 
its first round of Manifest Analysis and Cerlifioalion (MAC) program testing. This first cycle certified 
software that produces Domeslio and intematronpl single-piece rate manifests, including those mailings 
using speca services. Certification under the first MAC cyde will e>dend through December 1997, with 
testing for the next cycle to begin in the fall of 1997. The next MAC cycle will Include certlflcafion of 
software that produces bedoh manifests and we expect to certify products by many of our major presort 
software vendors. 

d. VWrat were the results of last year's pilot project of national (^lality standaids wifi six presort 
service bureais? Have you now implemented these quality standards for mal produced by 
the presort service btreau industry? 

ANSWER; We have completed our evaluation of the proposed standards at the pilot sites. Based on 
th<»e results ws are finallzii^ the standards and began implementation of these quality standards in 
Jify. 


e. What is the status of the Postal Senrice's "One Pass/Two Pass" approach lo mailing 
veiiflcaticri that is underway In your acceptance units? - 
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ANSWER: One Pass/Two Pass was implemented in our field offices in November 1996. Reports of 
verification activity include findings from mail moving through each process. 

f. What were the results of your staffing and workload reviews at acceptance units? How if at 
ali have the staffing of units changed? How do work schedules take into account the heavy 
volume periods to ensure that all necessary checks are being performed? How many staff 
were added at your district offices to coordinate your various revenue protection initiatives? 

ANSWER: We have completed development of the national staffing standards and began field roll-out 
in July. The scheduling component of these standards will ensure that units are staffed to accommodate 
heavy volume periods. In addition, the One Pass/Two Pass process facilitates necessary checks on 
high-risk mail. No additional staff has been added as a result of this activity. 

g. What on-going training is in place for acceptance unit employees and postmasters on the new 
acceptance requirements from classification reform? How many employees have been trained 
and to what extent if at all will this training be required more than once? 

ANSWER: The standard mail classification training program has been updated to include all new 
acceptance requirements from Classification Reform. All employees who accept bulk mailings were 
trained on new acceptance requirements. Supplemental training is part of the standard operating 
procedures in bulk mail acceptance. More importantly, as part of our Customer Perfect! process, our 
FY 98 corporate goals include improving the proficiencies of the Business Mail Entry Units (BMEUs). 

We are currently building the measurement systems and identifying the components of BMEU 
proficiency from which we will develop a training and certification program for employees in these units. 

h. How many computer-based supervisor's workstations have been 'installed? Do all acceptance 
units with supervisory positions now have them? How are these stations working, in solving- 
the problems with consistent application of standards? 

ANSWER: There are 171 acceptance sites in the country with BMEUs supervisors. Each has a 
computer-based supervisor’s workstation with cc:Mail and scanner capability. These units allow BMEUs 
to communicate with each other and share information on how they are solving mutual situations to 
ensure consistent application. 

i. What problems have you encountered with the Automated Barcode Evaluators? To what 
extent have these problems limited the ability to verify barcodes on mail pieces for which 
automation rates have been claimed? 

ANSWER: We have encountered two problems with the equipment One is related to the way mail 
was fed to the camera which evaluated the barcode; this problem was solved with a software solution. 

A second problem has recently been identified related to the processing of cards and lightweight pieces. 
Although these problems have resulted in an extension of the diagnostic phase of ABE implementation, 
the remaining problem only occurs on pieces constructed of card of lightweight paper stock. Less than 
nine percent of the tested mail does not meet the target score, and we believe that number will drop 
significantly as soon as the remaining hardware problem is fixed. 

j. What were the results of the proof-of-concept procurement for devices to automate many 
of the acceptance processes? Have the prototype devices been deployed fortesting and 
evaluation? If not, when do you expect the deployment to rxxrur? 

ANSWER: As yet there are no results from the proof-of-concept procurement which is attempting to 
automate many of the verification processes performed at our acceptance units. The device is built 
and about to be deployed at the Palatine, IL acceptance unit. The deployment began in June and 
vendor data will be collected for approximately six weeks. Thereafter the machine will be moved to 
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the Menifield, VA acceptance unit for quantitative testing, if successful, our Purchasing department 
will begin the deployment of national quantities in calendar year 1998. 

k. What is the status of the effort to develop electronic interfaces with your largest customers? 
What were the results of the pilot test? 

ANSVSSR; A pilot test of interface software was cmducted last At^usf-December at one targe mailer 
plant and one Business Mail Entry Unit (BMEU). Although software was not fully developed, trarsfers of 
data, presentation of the data to BMEU clerks, and use of the hand-held computer devices all provided 
good results. A more robust pilot of fully developed software began in late June at four large mailer 
plants, and will mn through August 1997 at least. Results of these fHlots wil! allow us to finalize sjftv^e 
and plan FY 98 roll-out plans. 

l. What is the status of the redesign of tie national bulk mail entry support software? Is the 
system providing national data on results of venficatlons, including enxM-s, as v\ell as iHjilding mailer 
vehfication histories? To what extent have you conducted targeted verifications based on these mailer 
verification histories? 

ANS\A£R: Our Information Systems organization is currently finalizing the results of a task order vs4iich 
charged a contractor to review our documented requirements, evaluate off-the-shelf software, and 
produce a design and development plan for the new system. Preliminary costs estimates have been 
received and are teing analyzed for Indusion in a formal Dedston Analysis Report that wiil be presented 
to senior management to support funding. 

We anticipate that detailed mailer verification histories will begin to accumulate once the electronic 
Interface work described in ans\N«r to que^ion 37.k Is deployed (FY98). Full coverage thrcHjgh all bulk 
mail entry units will, however, require the new sipport software described above, which will likely take 
2-3 years to develop and deploy, until then, site-specific targeted verifications will be conducted based 
on mailer performance at each Business Mail Entry Urtit. 

38. When will the Postal Service provide the draft of the strategic plan required by the Government 
Results and Performance Act of 1993 to the Congress? 

ANSVS£R: The Board of Governors reviewed initial draft of the plan on Jme 2. Following that 
meeting, the Board and management provided the plan to interested parties, Including Congress. 

a. The Act envisions that w^en developing the strategic plai, "the Postal Service shsdl sdidt 
and consider the views and suggestions of those entities potentially affected by or interested 
in such a plan..." In general, how do you plan to obtain the input of internal and external 
stakeholders as part of developing the Postal Service's strategic plan? When will you provide 
a draft of Ihe Mrategic plan to these stakeholders as part of tl^s consultative process? 

ANSWER: To comply in both spirit and intent, we decided it would be necessary to go beyond our 
current interactions wflth our customers and other stakeholders. First, we have met on nine occasions 
vath Congressiraia! and GAO staff numbers to inform them of our j^ogress in developing our Five-Year 
Plan and to receive their feedback. 

To solicit input from our customers and other interested parties, we published a notice in the Federal 
Register on April 2, 1 997, to request comments on our mission, vision, goals, priorities, and our current 
strategic planning process. The Federal Register notice was also published on our Postal Service World 
Wide Web home page. Some felt that this Federal Register notice was too narrow and that it limited 
comment, so v/e published an amplifying Feder^ Register notice c»i May 22. 1997, that expanded the 
scc^e of is^es for comment. In both notices, we provided a name, address, telephone number, and 
e-mail address for interested parties to send us comments. 
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We sent letters with a copy of the Federal Register notice to over 90 major customers, suppliers, 
competitors, unions, and associations, bringing the notice to their attention and asking them to respond 
if they wished to comment. Additionally, we requested stakeholder inputs using the following customer 
channels: 

<> GPRA briefing at the March 1 997 Mailers’ Technical Advisory Committee meeting. 

• May 18-21 National Postal Forum. The Strategic Planning Office held 6 meetings with key 
executives for the postal industry, including several association directors and more than 30 of their 
rnembers. Also, the Vice President of Strategic Planning and three key industry representatives 
discussed the Postal Service mission, goals, objectives, and priorities at an open panel discussion 
attended by about 60 people, 

• Postal Customer Councils are an important link to our industry. The Strategic Planning staff 
presented our strategic planning process, mission, goals, objectives, and priorities during May and 
June 1997 in: Pittsburgh, PA: Akron'Canton, OH; Denver. CO; AustIn/San Antonio, TX; Santa Ana, 
CA; and Portland, ME. These meetings had a combined attendance of over 300 participants. 

o We published an article about our strategic plan in the June issue of Memo to Mailers, which has a 
circulation of about 145,000. 

« To solicit input from consumers, we sent a copy of the two Federal Register notices to 30 of our 
Customer Advisory Council leaders throughout the country. These men and women are volunteer 
consumer representatives. 

To solicit employee input on the Five-Year Plan, we utilized the following internal communication 
channels; 

• Our Vice President of Labor Relations communicated the essence of the Federal Register rvMce to 
our employee unions and management associations. 

• We briefed a team of 40 senior managers from the field and Headquarters in April 1997 and 
received their input to our mission, goals, and priorities in May 1997. 

o A synopsis of the Federal Register notice appeared in Postal Life, a monthly Postal Service 
publication that is sent to most of our employees. 

• We published the Federal Register notice on the internal Postal Service Web home page. 

® We placed a spot announcement on Postal Vision, a television information system available to 
postal employees. 

» A synopsis and reference to the Postal Service Web page was placed in Postal Link, a corporate- 
wide electronic mail system. 

“ An article about our strategic planning process, mission, goals, and strategies was published in 
Straight Talk, a publication sent to 60,000 postal supervisors. 

• An article about our strategic planning process, mission, goals, and strategies will be published in a 
publication that is sent to over 25,000 postmasters. 

We provided a draft of our Five-Year Plan to interested internal and external stakeholders in June. 

b. One of the entities affected by such a plan are the internal ''stakeholders" in the Postal 
Service, the unions and management associations. To what extent if at all, do you envision 
consulting with them on the Strategic Plan? 

ANSWER: A draft copy of the strategic plan was provided to stakeholders in June. 

39. Given that the meetings recommended by the GAO two and a half years ago between the Postal 
Service and employee groups to deal with the labor-management relationship have failed to result 
in changes, how does the legislatively mandated consultative process on GPRA offer the Service 
an opportunity to engage all parties in discussions regarding the quality of life on the workroom 
floor of the Postal Service? 
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ANSWER: GPRA requires the Postal Service to solicit and consider the input of unions and 
management associations. It does not mandate that the unions or management organizations submit 
any such input. 

a. Please provide the Subcommittee an update on your most recent efforts to convene a 
‘summit’ meeting? What are the specific reasons for the summit not yet occurring? When do 
you believe the summit will occur and what do you expect will be achieved at such a summit? 

ANSWER: We have solicited the assistance of the Director of the Federal Mediation and Conciliation 
Service (FMCS) and have engaged private sector labor-management facilitators to assist us in 
convening and executing a successful summit process. Those experts concluded that our early efforts 
should be to secure the commitment of the NALC and the APWU. This effort was undertaken in a 
senes of pre-summit meetings and has led to discussions currently going on regarding the grievance and 
arbitration procedure. Recently the Director of FMCS has taken steps to bring the other five major postal 
organizations into the summit process, and this will be conducted shortly. Our intent will be to solicit the 
views of all organizations as to how we can implement the recommendations of the GAO report of 
October 1994. Since the two major unions do not embrace many of the GAO recommendations, it is 
difficult to predict how much will be achieved. 

b. in addition to a summit meeting, what other actions do you believe should be initiated to bnng 
the unions, the management associations, and the Postal Service together in an effort to 
improve the working conditions of postal employees? 

ANSWER: Every effort has been made to improve overall labor-management relations. We will 
continue to evaluate what additional actions can be taken to improve the working environment. With 
respect to improving relationships with the National Rural Letter Garners Association and the National 
Association of Postal Supervisors, nothing else seems necessary. 

40. Gnevances at the step 3 level have hsen from about 50,000 in 1993 to about 90,000 in fiscal year 
1996, an increase of about 80 percent. What do you believe are the reasons why gnevances have 
rtsen so much in the last few years? What steps are you taking, to try to reduce this backlog? 

What actions do you believe are needed to prevent such a large backlog from reoccuming in the 
future? Flow much does the gnevance process cost the Postal Service and its unions? 

ANSWER: The Postal Service and its unions have a contractually negotiated grtevance procedure 
which has changed very little in the past 20 years, although changes have been discussed on many 
occasions. Under the negotiated procedure, the unions have sole control over the filing of gnevances 
and the appeal of those grievances through the steps to arbitration. The more gnevances filed by the 
unions, the larger the backlog becomes. Repetitive gnevance filing and the tendency not to withdraw 
gnevances until immediately phorto arbitration contdbute significantly to the backlog. 

We have addressed the grievance backlog in the recent summit meetings with the unions. After 
extensive discussions with the Amedcan Postal Workers Union, we signed a Memorandum of 
Understanding on May 8 which deschbes three initiatives designed specifically to reduce the backlog: 
co-mediation; FMCS mediation, and accelerated arbitration. Joint implementation plans for these three 
initiatives are currently being developed. We are continuing to discuss with the unions additional ways of 
reducing the backlog. 

Investigation and adjudication of gnevances to resolve issues are handled on the clock in accordance 
with the negotiated procedures. Arbitration costs are split between the Postal Service and the unions. 

41. I understand that the person who became the Postmaster of the Atlanta, Georgia post office this 
year held a "sweaPng-in" ceremony that cost ratepayers anywhere from $ 10,000 to $40,000. 
What kind of ceremony, if any, was held when the new Atlanta Postmaster took office? Flow much 
did this cost? Were these cost figures audited by the Postal inspection Service, or were they self 
reported by the Atlanta Post Office? Is it standard practice in the Postal Service to hold "sweadng- 
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The Postal Service negative equity vtas caused by cumulative net losses since postal reorganization, 
and the restoration of equity will be accomplished by earning cumulative net income over a period of 
time. 

Although a Provision for Recovery of Prior Years’ Losses of $936 million was included In the 
development of current rates, each annual net income cannot equal exactly $936 million because net 
income typically decreases over the couree of a rate cycle. Recognizing this fact. Resolution 95-9 
addresses equity restoration on a cumulative basis from last rate implementation. During the rate cycle, 
the recovery of prior years' losses should average approximately $936 million smnually. Based on our 
projections, the Postal Service will fall short of the ^36 million goal in 19^. 

44. Last year's delivery of 2-day and 3-day mall-at 80 and 83 percent respectively-did not score as 
high as overnight delivery. This performance has raised a concern among some customers that 
the Postal Service’s emphasis on overnight delivery is at the expense of 2-day and 3-day mail. 

Is this concern valid? What adjustments v«II be necessary? What percentage of mail volume is 
delivered a) overnight, b) 2-day. and c) 3-day? 

ANSWER: With our overnight performance at record levels, we on placing stronger emphasis on 
improving two- and three- day service. We have put in place measurement systems on a weekly basis 
to focus the oiganization on performance for second- and third-day service. Special teams from our 
Area offices and Headquarters are analyzing operations at mail procesang plants and are providing 
feedback to local operations managers on steps they can take immediately. We are evaluating our 
existing commercial air transportation network to determine if we can achieve service improvements by 
converting some mall transportation from scheduled airlines to ground transportation. Concurrently, we 
are applying process management in ord^ to map the processes Involved in providing this service and 
identify the critical points in the overall process v^^ere additional measurements are needed to help focus 
our efforts. The overall result will be to identify where changes need to be made to our mail processing, 
transportation and delivery operations to amtinuously improve our ability to meet two- and three-day 
commitments. As we focus on the problem, we will see improvement this year. For fiscal year 1998, 
which will begin In September, two- and three-day performance will have national goals as overnight 
service currently does, and our field operaticn managers are currently in the process of identifying the 
resources necessary to achieve these goals. As we progress through the year, there will be continuous 
improvement in our two- and three- day performance as these plans are implemented. 

About 46 percent of First-Class Mail is committed to overnight delivery; about 27 percent Is committed to 
two-day delivery; and 27 percent is committed to three-day delivery. 

45. The last year of productivity gain was in fiscal year 1993 when a rollover in the vw/ldorce resulted 
in lower-paid workers replacing higher-paid ones. To what extent do you believe that the 
productivity statistics can be improved? 

ANSWER: As was shown during the open session of the May 1997 Board of Governors meeting by 
the Christens Associates, Tcrtal Factor Productivity for the first two quarters of fiscal year 1997 v^s 
positive and above fi^an. 

a. As you are aware the Postal Service’s total factor productivity has been declining in recent 
years; to what extent do you expect the 5 year, $4.8 tHillon capital Investment on 
automation/mechanization to improve the Postal Service's total facttcx productivity? 

ANSWER: The presentation given during the open session of the May 1997 Board of Governors 
meeting by the Christens Assodates showed the average Total Factor Productivity for the U.S. 

Postal Service during the last ten yeare was poative and about fifty percent greater than the comparable 
productivity growth for (he private sector. We expect that we will experience positive total factor 
productivity growth during the five- year period 1997-2001 as a reajtt of captal investment in 
automation/mechanization. 
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b. Do you expect the number of Postal Service employees to increase or decrease during the 
next 5 years-assuming the volume of mail remains fairly constant? \A/hat areas do you plan 
to outsource and how do you anticipate this affecting the number of employees? 

ANSWER: Given current trends in mail volume, workyears are projected to grow approximately 1 
percent per year. The question assumes no growth in mail volume which would normally result in a fairly 
stable workforce; however, the anticipated growth in delivery points will necessitate additional workyears 
for that function. The workforce growth to serve additional delivery points would be more than offset by 
workforce reductions attributable to cost savings. 

The Postal Service has historical outsourcing experience in contract postal units; some custodial labor 
and building maintenance; some vehicle maintenance; a portion of air and ground transportation; a 
mail transport equipment center; information systems; highway contractor delivery; National Customer 
Support Center in Memphis; the Express and Priority Mail Supply Fulfillment Center in Indianapolis; 
and the Eagle Hub in Indianapolis. Several outsourcing programs are in various stages of consideration, 
approval, or implementation; Customer Call Centers; Priority Mail Processing Centers; and a Mail 
Consolidation Center. Other potential outsourcing programs under consideration include additional mail 
transport equipment centers, programs relating to money order scanning and information systems, 
computerized mail forwarding, and postage meter operations. Strategic outsourcing enables us to use 
external suppliers’ investments and specialized professional capabilities that would be, along with 
various other considerations and factors, too expensive or impossible to duplicate internally. This Joint 
strategy decreases risks, lowers investment requirements, and improves responsiveness to customer 
needs. Strategic outsourcing will be one of the tools used to enhance our competitiveness, thereby 
enhancing long-term job security for our employees. 

46. Despite GAO recommendations and the expressed interest of this Subcommittee last year, the 
Annual Report and Comprehensive Statement failed to include detailed customer satisfaction 
data. Although I appreciate that the Service has been sharing business and residential customer 
satisfaction data with the Subcommittee on a regular basis, I am very concerned that after millions 
of dollars that the Postal Service has expended on measuring these important data. It has failed to 
truly utilize this information to improve customer service. How, if at all, does the Postal Service 
distribute and utilize internally its customer satisfaction results, particularly business customer 
responses, in order to improve customer satisfaction? Please provide for the record specifics 
on how the Postal Service regularly disseminates and uses customer satisfaction and other 
performance measurement data. Please provide specific examples of how these data have been 
used to improve performance in a systematic manner, 

ANSWER: The Postal Service distributes service performance measurement information, including 
that on customer satisfaction through two electronic information systems. The Executive Information 
System provides high-level graphic and tabular information regarding service performance measurement 
for all executives and others given access to it. The Corporate Information System (CIS) provides 
more detailed information and a database for individualized report generation. This is available to any 
professional in the Postal Service who receives approval to access the data. 

Customer satisfaction data is utilized in the CuslomerPerfect! process by providing requisite measures 
of customer perception. The effort to Improve the delivery performance of First-Class mail has resulted 
in specific inaeases in the customer satisfaction ratings of residential and business customers alike. 

The five-minutes-or-less program arose from data generated by the Customer Satisfaction (CSM) 
process. Similarly, the National Service Center 1-800 initiative was based in part on satisfaction ratings 
regarding customer telephone experiences. From talking to various Performance Clusters and Area staff 
and from the number of times the Customer Satisfaction applications are accessed in the CIS, we know 
that CSM information is being reviewed and analyzed. CSM data, therefore, plays an integral part in 
understanding customer views regarding the service they receive and in the formulation of programs 
designed to help improve those services. 
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a. has the Postal Service failed to provide more detailed customer satisfaction data, 
including trend information, in the Annual Report or Comprehensive Statement? 

ANSWER: We vwill design trend charts or graphs targeted for inclusion in the next Annual Report and 
Comprehensive Statement. 

47. When a citizen files a change of address notice, the Postal Service makes the new address 
available to thousands of mailers to update their mailing lists. This is how magazines find 
subscribers who have moved; charities, colleges, credit bureaus, and bill cdlectoi^ also find you 
this way. People cannot have mail forwarded without allowing the Postal Service to give their 
new address to thousands and thousands of mailem throughout the country. The GAO raised 
questions as to whether the Postal Service violates the Privacy Act by making addresses available 
in this fashion, although the Postal Service disagrees. Certainly, NCOA saves time and money 
and ensures that more mail gets to the new address. However, marketers love NCOA because 
they can create lists of people who recently moved and send them unsolicited mail. Some people 
are annoyed by the extra mail, for example, those who filed a change of address for a deceased 
relative may be upset by tne barrage of mail. 

Representative Condit has introduced a bill that is before this Subcommittee that would let people 
choose whether their new address should be released by the Postal Service. As you know, the GAO 
reported last year concerning the Postal Service's need to improve oversight of its address change 
process in order to protect citizens’ privacy; for example, the GAO found that 'The NCOA program was 
operating without clearly delineated procedures and without sufficient management attention to ensure 
that the program was operating in compliance with the privacy provisions of federal law." 

ANSWER: Before responding to the subparts of this question, we wish to clarify two issues. First, we must 
point out that the suggestion that the GAO has questioned the lawfulne^ of the NCOA list correciion service is 
not acdfl^e. In its report, the GAO did not take issue with ttie basic lawfulness of the entire NCOA [xogram 
and questioned only the secorxiafy uses of NCOA-linked data, such as creation of "new movers" lists by a 
licensee’s customer. Second, witii regard to the Postal Service’s oversight of the NCOA program, the 
shortcomings identified by the GAO were corrected. 

a. Although the Postal Service has argued that Representative Condit's bill would increase costs 
and delay forwarding ttie mail, it has been observed that v^en citizens file a c^iange of address 
on a temporary basis (ratherthan checking the permanent address change box), your mail 
gets forwarded just like a permanent change of address for one year, but the difference is 

that your new address won’t be added to the NCOA list. Given that this option would present 
a cost-effective solution to offering the public the option of opting out of the release of their 
address change (and thus allow the Service to better comply with the Privacy Act), what would 
be the problem of implementing Representative Condit’s bill in this manner? 

ANSWER: it is not clear to us howlhis option would present a cost-effective solution. It would unquestionably 
increase forwarding costs, viiich are currently $1 .5 billion per year, atxl cause delivery service standads to 
suffer. The best way to contain these costs is to reduce the amount of mail entered into the mailstream with 
bad addresses by correcting mailers' addresses prior to mailing. This is the important tonction served by the 
NCOA program. If postage rates are to be maintained at acceptaWe levels, it is essential that the Postal 
Service provide a sound address correction service, in keeping wittf this, the move update requirement, 
which v«s adopted as part of Classification Reform and becomes effective July 1 of this year, will require 
malersto maintain up-to-date addresses to receive all First-Class presort aid automation rate discounts. 
AllotMng customers, who may be uninformed as to the economic consequences, to opt out by simply checking 
a box on a form would seriously jeopadize the effectiveness of Ihe list comection program. Fw those 
customers who want only selected mail to follow them to their new locations, it v^ld be more cost-effective 
if they were to notify their corresporKlents directly and refrain from filing a ch»ige-of-address order. 

b. What is the status of the Service's efforts to develop and implement whtten oversight 
procedures for overseeing the NCOA program as well as enforcing all provisions of the 
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NCOA licensing agreement? Please provide a copy of these \Mitten procedures, examples 
and evidence of stronger enforcement, and how berth the procedures and enforcement 
address the recommendations of GAO's report on this matter. 

ANSWER: Prior to the final release of the GAO report, formal written procedures addressing the GAO’s 
noted concerns with all functional areas of the NCOA program had already been fully implemented. 
These items were compiled in the NCOA Procedure Guide, which has been produced for internal use 
only. This guide, which has previously been provided to the GAO, is provided as Attachment IV. 

Specific to frie GAO’s concerns was the NCOA seed record operation, wtiich had one minor technical 
deviation within the July 1993 to April 1994 time frame that has been addressed and corrected (as 
previously reported to the GAO and congressional oversight committee). Security of the seed process is 
monitored on an ongoing, scheduled basis. Periodically, monitored mailings are released incoordination 
with field offices. This process is performed on a scheduled basis, and all activities are documented. 

We \MSh to reiterate that no breach of security was found during the GAO investigation. 

Also, in compliance with the GAO recommendation, the issue of NCOA-related advertising has been 
addressed, and written documentation is now provided to each licensee that submits advertisement 
literature for approval. Licensees are also notified by phone of their request status. In addition, N^ien a 
customer inquiry or complaint is resolved, all report documentation is stored in the NCOA Department’s 
centralized file, the repository for all licensee documentation. 

The NCOA program maintains the most stringent name and address matching requirement in the mailing 
industry. To ensure that each licensee is in compliance with USPS requirements, they are audited at 
least three times per year as directed by a formal audit schedule. The audit schedule is vigorously 
followed and monitored by management. During on-site audits, physical and data security are surveyed 
and evaluated. Interviews are conducted with licensee staff and employees responsible for NCOA. As 
has always been our policy in the past, if licensees are found to be in non-compliance with the terms 
and conditions of the license agreement, they may be suspended or terminated as appropriate. This 
provision is vigorously enforced, as evidenced by the suspension of a licensee in 1996. 

To further address issues relevant to the proper oversight of the NCOA program, an annual NCOA 
licensee conference has been established. All licensees were in attendance at the first conference, 
which was held in Memphis in April 1997. This meeting svas used to further clarify the importance of the 
NCOA program — not only to the USPS but lo anyone who uses the mail service. The message was 
dear: any misuse of the NCOA database will not be tolerated, and any misuse of the information will 
result in serious consequences to the offender. It is our goal — and we do not intend to be deterred — to 
provide, promote, and protect the NCOA program for years to come. Correcting the misinformation that 
continually swirls around this valuable program is a continuous battle, and it is our position that the 
NCOA program is being conducted properly and is in compliance vsith all applicable laws and regulations. 

c. Why has the Service failed to further restrict the use of NCOA-linked data to create or 

maintain new-movers lists by explicitly stating it on the acknowledgmenl form that is signed by 
customers of NCOA data? 

ANSWER: The Postal Service does not believe that the Privacy Act requires this restriction. Without some 
basis in law, any attempt to interfere with a customer's use of their proprietaty data would be unenforceable. 

48. As part of sending notification to a customer's new address, the Postal Service instituted a 

"Welcome Kif package that is sent to the customer when the address change is processed. It 
includes a confirmation letter that your address change has been processed, and also includes 
information about settling into a new address after a move (such as reminders on establishing 
utility service) as well as advertisements from companies such as Sprint and Palmolive. I further 
understand that this Welcome Kit is sent out via a third party contractor under contract with the 
Postal Service. How does the Postal Service comply with the legal prohibition against creation of 
a new movers list wtren in fact the list sent to the Service’s contractor is a list of new movers? 
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ANSWER: First, we know of no l^al prohibition agair^ creation of a new movers list. Further, the 
addresses are transmitted electronicdly on a daly basis to the subcontractor of our commerda! p»tner for the 
sole ptffpose of preparing the Welcome Kits for mailing, after vvhich the addresses are immediately destroyed. 
Since all parties involved are precluded from using the addresses for any other purpose, there Is no disclosure 
of them to the public in violation of 39 U.S.C. 412. Additionally, the contract in place for Welcome Kit 
production explidtiy requires compliance with the Privacy Act of 1974. 5 U.S.C. 522a. 

The Welcome Kit concept is being tested nationally for one year. In addition to confimiation of customer- 
provided move infcxTTiatlon. it conlans useful and timely information, ajch as phone rujmbers of local puWic 
services (i.e., libraries, fire stations, DMV locations, etc.), voter registration requirements, utility information, 
and commercial ads for move-related consumer Items. To date, this enhancement to our traditional pi^lc 
service of confirmir>g move informaton has been very well received by the public. 

a. Assuming that the Postal Service believes the current process complies with the Privacy Ad 
requirements, how does the Service deal with the concern from direct marketers that the 
companies whose £Kivertisements are induded In the mailing are receiving a competitive 
advantage over ad mailers who must prepare and send their mailings out on their own, and 
further, are l^ally prohibited from obtaining lists of new movers? How much does an 
advertiser need to pay the Postal Service to have its ads included in the Welcome Kit? 

ANSWER; We are inav^e of any lawlhat prohibits ad mailers from obtaining lists of new movers, which 
are commercially available from a variety of sources. As to unfair advantage, the Welcome Kit is Intended 
to be complementary to existing direct mail services, not competitive wth them. The kit is sent to a new 
household only once, immediately after the change-of-address order takes effect. Partidpartion by other 
interested companies Is welcomed and encouraged by bolh the Postal Service and Targeted Marketing 
Solutions Inc. (TMSI). 

Advertisers make payment to our commercial partner, TMSI . not to the Postal Senrice, Selection of 
acfvertisers on a fair and equitable basis, arrangement for payment, and ad pridng are within the core 
competmdes of TMSI. Ad pridng is affected by such fadors as frequency of placement, time of placement, 
size, and colofs These activities are handled by TMSI and are subject to review and approval by the Postal 
Service. 

49. Dt:a\wng on your experience as PMG, Chairman of the Board at TVA, and President and CEO 

of Nissan Motor Manufacturing Corporation. U.S A,, as well as other executive positions held in 
the private sector, what do see as the major differences between the Postal Service's Board of 
Governors and the Boards of other government agendes and the private sector? Also, what 
legislative changes, if any. do you believe shniild be made to strengthen the Postal Service 
Board? 

ANSWER: The Board of Governors differs from the boards of other organizations in that the Governors are 
appointed by the President (o represent the public interest generally, and not as representatives of spedfic 
interests using the Postal Service, This puWic interest character ensures a "far de^" for all postal customers, 
and may well be the Board’s greatest asset. While the Board is fully eqdpped to direct the exercise of the 
povsere of the Postal Service, it wxJd be helpfd to expand their powers over postal pricing, by simplifying and 
streamlining the postal ratemaking process. The Postal Service is working with the Subcommittee to develop 
appropriate legislation in this area 

a. What do you think of the idea that the PMG should still be named and removed by the 

Governors, but the PMG should serve as Chairman of the Board as well? In most ccxporations 
today, the CEO is often the Chairman of the Board. Assuming compensation is adjusted, what 
do you think of then requiring the Governors to serve in a more full time capadty. particularly 
in light of the massive size and scope of postal operations? 
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ANSWER: Great caution should be exercised with regard to any such changes, to avoid compromising the 
public interest character of the Board, or discouraging qualified persons frwn serving as Governors. Under the 
current statute, the Board might choose to elect the Postmaster General chairman, but has not done so. (The 
Postmaster General did serve kyiefly as chairman in the early 1970s.) Similarly, the Board has considerable 
flexittlity to expand the number of days spent in meetings. Changes of the type suggested could affect the 
flexibility of the Board’s use of its pov\«rs, wth unpredictable results. 

b. Recently, there have been various news reports on how most corporations today are looking 
for Board members who have experience in running a major organization of similar size and 
scx>pe. Along those lines, do you believe there is a need for more explicit qualifications for 
Board members, or at the very least, providing more statutory guidance to the President in 
making his or her selections? 

ANSWER: Any changes in the qualifications of GovenXMS should be ccxisideredwth care. Thecurent 
members of the Board bring a wealth of diverse experiences and viewpoints to the meeting table, and ae 
able to view postal issues from a wide perspective. It is not dear that establishing a legislative "redpe" of 
qualificatiwis for Board members would be more supportive of the public interest. 

50. The GAO reported in March 1 996 that Postal Service expects to be a "global" leader in the 
international mall market. Toward that end, in 1995, the Postal Service outlined v\^at it vievss 
as an "aggressive" strategy to regain market share that includes new service offering, service 
improvements, and market-based prices, Since the GAO report was released, the International 
Business Unit announced that It expects to double revenues from Internationa! delivery services 
from $1 .6 billion in 1996 to $2.9 billion by the year 2000. Please provide us an update on ycxir 
recent efforts to regain share in the intemationa! mail market. What specific steps have you 
taken to increase revenues from international mail sen/lces? 

ANSVSER; The International Business Lfrilt (IBU) of the Postal Service has initiated a number of actions 
to better meet the needs of Its customers and to increase the lev^ of business arxl revenues vy^iich help 
support its universal service obligations. These actions focus on service quality, customer service, 
Kno^edge of the market, improved products, improved pricing, and strengthening partnerships wth 
postal administrations in other countries. 

The first priority of the IBU is to take steps to improve service quality. It is developing recommendations 
to consolidate the number of postal exchange offices involved in processing inbound and outbound 
international mail and tightening management control and perfcxmance measures for these racitities. 

It will also strengthen the information systems used to suppol management control and to exchange 
information with other countries. The IBU is strengthening customer support functions and urxfertaldng 
mailcet research on customer requirements to better serve customer needs. The new Global Package 
Link and Global Priority Mail services developed by the IBU reflect this effort to pay closer attrition 
to customer needs and to adapt its services accordingly. The IBU is also pursuing customized pricing 
arrangements for major customers who can satisfy volume requiremems and who can work with the 
Postal Service on measures to reduce handling costs. Finally, on the basis of market reses^x^h and 
customer contacts, the IBU has tai^eted a limited number of countries to serve as partners for its new 
Glob^ Package Link service and also for more focused efforts to improve service. 

As noted, the IBU has set a tai^et of doubling its revenues from intemationsd activities to $2.9 billion by 
the year 2000. Despite ‘aggressive* efforts. Uie IBU is likely to take longer to reach this revenue target 
beckise of the strength of the competition it faces not only from the private sector but also from oflter 
postal admirwstrations competing vmA) the Postal Service for international traffic to and frcxn the United 
Stales. The aggressive nature of fltis competition demands a very businesslike response from flie PosUri 
Service and a continuation of the efforts outlined above. 

a. The Postal Service likes to cite the international mall market as an example v^ere it has full 
competitive freedoms and the ability to set prices. If this is tnily a competitive arena, it would 
appear that the Service benefits unfairly from (1) its status as a federal ertity and (2) its 
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exclusive access to fcxeign administrations as the sole U S. representative to ttie Universal 
Postal Union (UPU), the UN agency that governs International postal service. Why is it fair 
that the Postal Service act as both regulator and competitor of international courier 
companies? 

ANSWER: Neither the Post^ Service northe UPU regulate international (xxiiercxxnpaiies. Indeed, such 
ccNTipanies enjoy greater competitive freedom than the Postal Service, to the extent that they are free from 
reqiirements to contract for air transportation services with national flag caniers. The UPU regulates the 
exchange of mail between post^ administrations, and the Postsri Service's participation in the UPU is as the 
postal administration of the United States. 

b. Shouldn't the United States' representative to the UPU represent the competitive interests of 
all American postal and delivery sector companies, including the United States? If not, why 
not? How can the private sector delivery services have their voices heard in the international 
arena when an entity with a vested financial interest (i.e., the USPS) is negotiating on behalf of 
U S. citizens and businesses? 

ANSWER: The Universal Postal UNon establishes obligations and procedures for postal administrations for 
tile exchange of mail and tiie estaUishment of terminal dues. The UPU does not establish obligations or 
procedures for private delivery companies, nor does it in ^y other respect regulate such comp^es. Since 
the activities of the UPU affect only the post^ administrations of member countiies, it is fair that the Postal 
Service should be the sole United States participant in the UPU. 

51, As you know, universal postal service is not defined by law. Please explain your definition of 
universal service. 

ANSWER: The concept of universal postal service is described in the postal policy provisions of the Postal 
Reorganization Act. Urxler39U.S.C. 101(a), the Postal Service is directed to "bind the Nation togethw^' by 
providing prompt, reliable, and efficient services to patrons in all a'eas, and to render postal services to ^i 
cctfTimunities. Section 101(b) further directs the Postal Service to provide a "maximum degree of effective 
and regular postal services" to all areas, rurgri and urban alike. Other elements of the iniversa! postal service 
obligation are foimd in 39 U.S.C, 403(a), w^ich directs the Postal Service to serve "as nearly as practicable" 
the entire population of the United States, and section 403(b), which directs the Postal Service to ensure that 
postal patrons throughout the Nation will, "consistent with reasonable economies of postal operations", have 
ready access to essential poststi services. Furthermo^, to ensire the physical presence of the Post^ Service 
in ruW ^eas, immunities and small towns wliere post offices might not be self-sustaining, 39 U.S.C. 101(b) 
directs that "[n]o small post office shall be dosed solely for operating at a deficit." 

a. One dimension of universal service involves delivering mail to postal customers throughout 
the nation. About what percentage of residential customers receive mail delivery to their 
home or property, and what percentage go to a U.S. Post Office or postal fadlity to pick up 
their mail? Has the extent of mail delivery to reddential customers changed in recent years? 

ANSWER: Because the Postal Service does not maintan files about how individuals choose to receive 
mail delivery, it is difficult to provide a predse answer to this question. Our Address Management 
System database shows approximately 120 million residential deliveries nationwide, and approximately 
17 million residential post office boxes. However, we have no information regarding how many 
residential delivery customers also receive mail delivered to a post oftice box address. 

Residential delivery figures continue to increase by less than 1 percent each year. 

52. What is the status of the Service's efforts to establish Mobile Services Antennas on postal 
property? How many have been erected In 1996; in 1997? How many more do you expect to 
install? What kind of feedback have you received from the affected communities, and how have 
you resolved any concerns? 
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ANSWER: After receiving significant demand from wireless operators for use of postal property, the 
Postal Service selected UniSite, Inc. of Richardson, Texas to aggressively market, conslnjct, and 
manage antenna installations on postal property for the purpose of creating revenue. UniSite was 
founded by Mark Fowler, former chairman of the FCC, for the purpose of promoting shared use of 
monopolesrtowers by several wireless operators ("collocation"). 

Three monopoies have been erected containing 3 antennas plus 20 rooftop antennas. 

The total to date including the above are 10 monopoles containing 15 antennas plus 21 rooftop 
antennas. By the end of the calendar year it is anticipated that this will total 86 monopoles containing 
119 antennas plus 30 rooftop antennas. 

Our contract is for 150 monopotes. The project will be evaluated to determine if the program will be 
expanded- 

UniSite contacts each municipal Planning Department as operators express a firm interest in a site, 
UniSite volunlahly submits to local ordinances and zoning if the municipality requires us to do so. Even 
if the municipality does not wish to subject the project to local ordinances, we will as is our procedure 
with all sites, obtain a building permit prior to construclion. The building permit eliminates any cx)nfusion 
or misunderstandings as we construct the site. 

53. Based on a report from private consultants hired by you to examine the Inspection Service, a 
report from the GAO, and testimony from the Postal Police and the Chief Postal Inspector, l would 
like to explore with you the idea that responsibility for the posla! police be transferred out of the 
Inspection Service to Facilities or another management component. For example, in 1995, the 
Chief Postal Inspector agreed with the Subcommittee's perception that building security is more 

a function of management than its own audit and investigatory duties, and he stated that the 
day-to-day operations of the postal police officers could be transferred to postal management with 
the Inspector General providing oversight and the Inspection Service providing training. In 1994, 
the GAO reported that other major agencies rely on program offices for building security. Last 
year, the Postal Police testified to their belief that transferring out from under the Inspection 
Service would improve the quality of worklife for them. What are your thoughts on this matter? 
Given the desire of the affected parties, why not move the postal police to another management 
function such as Facilities? 

ANSWER: Deputy Postmaster General Michael Coughlin will respond to this question under separate 
cover. 

54. What is the status of the Postal Service's efforts to seek authority from the Attorney General to 
investigate violations of wire fraud, unlawful access to stored communications, access device 
fraud, and computer fraud? To what extent is the Postal Service intending to use this authority as 
the justification for offering security to electronic messaging and thus broadening its role into the 
e-mail area? 

ANSWER: Deputy Postmaster General Michael Coughlin will respond to this question under separate 
cover. 

55. GAO reported in 1994 that the Postal Service had numerous weaknesses in its control over the 
metered mail program. Last year, the GAO reported that postal n^anagement has yet to address 
staffing shortages in the meter program office. What progress has been made in addressing this 
staffing shortage? How many staff were in the meter program office in 1996; 1997; planned for 
1998? 

ANSWER: In 1994, the staffing devoted to the postage meter program included three USPS staff, one 
contractoriconsultant and a manager with multiple program responsibilities. In 1996, the staffing 
increased to four USPS staff, three contractors/consultants and twc detailed USPS staff from other 
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departments. In addition, a seven-person systems development staff in place to support the meter 
program. Some program responsibilities were transferred to other managa^. In 1997, USPS staffing 
v«s increased to eight plus three contractors/coosultants and tvw deleuled employees. The seven- 
person systems development team remained in place. Ail project/program responsitxlities not related to 
postage meters have been transferred from the manager of the meter program to other managers. No 
changes to staffing are planned for 1998 as the mxIc is stabilizing. Any v^rWoad peaks will be supported 
by contractorsyconsultants and detailed USPS employees. 

56. Wh^ is the status of the Phone Card program with American Express? 

ANSWER: In November 1996, we expanded the FirstClass PhoneCart program to approximately 
lO.fXKD post offices throughout the country. The FirstClass PhoneCard is a co-branded product offered 
by American Express and the Postal Service. Am&ican Express provides cal) center, transacticxi 
services, and card producticm and distribution support. The Postal Service provides the retail distribution 
for the service. 

57. In 1993, you stated to the Senate that the Service was committed to delivering 90 percent of 
Priority Mai within 2 days by the end of September 1993. At that time, the Service was delivering 
Priority Mai within 2 days at 84 percent. However, the Service has consistently failed to reach this 
goal: in 1994, the Postal Service was at 80 percent, and In fiscal year 1996. 81 percent of Priority 
Mail was delivered within 2 days - rk)t much progress from the time when you set thisgoal. 

T\w years ago in February 1995, 1 asked you how you explained the declining statistics, and what you 
were doing about it. You stated that the Service was fine tuning a major Business Process 
Reengineering of Priority Mail, a cost analysis for implementation was being prepared, a number of test 
sites would be up and running before the end of 1996, and that all of these efforts would ensure that you 
would reach your commitment of 95 percent of Priority Mail delivered in 2 days. Clearly, the Postal 
Service has failed to improve its delivery performance for Priority Mall, although the Service continue to 
aggresavely advertise Priority Mail. 

a. When can the Congress expect the Postal Service to make any progress toward reaching Its 
goal of 95 percent of Priority Mail delivered wthin 2 days? 

ANSWER: The Postal Service has established a target of 95 percent two-day delivery v^thin the United 
States for Priority Mail. We are developing the timeline for reaching that target in ccwicert with our 
strategic planning requirements under the Government Performarx:e & Results Act, and expect to file 
that plan as required later this year. 

b. How is Priority Mall service, particularly for letters weighing less lhan 1 1 ounces, any different 
than First-Class Mail service for letters sent vwthin a 2 day delivery zone? 

ANSWER: The question points out one of the underlying reasons a redesign of our Priority Mail system 
is so important. Currently, Priaity is a sub-class of First-Class Mail. Wftiere both First-Class Mail and 
Priority Mail are committed for twixlay delivery, there is no difference in service provided. The 
difference is in reach Most destinations that are committed to three^lay delivery for First-Class Mail are 
committed to two-day delivery for Priority Mail. 

c. To whal extent does the Service's performance in reaching this long-standing goal in 
improving Priority Mail delivery foretell Postal Service performance in meeting the goals that 
vrtll be establi^ed in the plans required under the Government Performance and Results Act? 

ANSWER: The Postal Service will need to make a substantial investment in re-engineering Its Priority 
Mail delivery netvrork, service offering and supporting infrastructure. We have begun that {xocess this 
year by entering into a dedicated n^work contract to service this product exclusively. This was a 
significant, initial step in our plans to retain and grow this product’s market share. We fully expect to 
meet otir targets here as w^l as the others laid out in our strategic planning timetable. 


39 



134 


58. The GAO recently reported that of 39,149 post offices, stations, branches, and other outlets, 

17,702 (about 45 percent) reported total annual revenues that were about $1.1 billion lower than 
their total expenses in fiscal year 1995. Please update these statistics, to reflect fiscal year 1996 
data, and provide a listing of the offices, stations, branches, and other outlets that have revenues 
lower than their expenses. 

ANSWER: There were 38,212 post offices, stations, branches and other outlets. Approximately 17,507 
or 46 percent reported total annual revenues that were $1 .3 billion lower that their total expenses in fiscal 
year 1996. Attachment V is a list of the offices with revenues lower than expenses 

59. On March 28. 1997 the Postal Service released a Federal Register announcement regarding the 
Information Based Indicia Program (IBIP). Several issues have arisen from constituent 
correspondence that relate to the scope and direction of this program. 

a. Approximately postage meter mail accounts for approximately 40 percent of Service revenue, 
with the vast majority of that meter revenue in First Class. Given that First Class Mail is 
subject to diversion from numerous sources including electronic funds transfer, electronic 
banking and the Internet, please share with the Subcommittee the results of any focus group 
studies or other customer reactions to the IBIP and other changes being proposed to the 
postage meter indicia. 

ANSWER: Since concept inception, the Postal Service has worked with postage meter manufacturers, 
foreign postal administrations, and the public to establish a new postage meter indicia that vjould reduce 
risk of counterfeiting. The first phase of this program focused primarily on the technical feas bility of 
proposed concepts and was conducted in a public forum, consisting largely of interested vendors and 
product service providers. 1 n the past year alone, the Postal Service has held over 20 meetings vsith 
technology vendors on IBIP issues, 15 meetings with academia, over 50 meetings with interested 
product service providers, and over 20 meetings with customers and mailing industry association 
representatives. We have also attended over 10 meetings with our foreign postal counterparts to 
discuss an international standard for a digital indicia. IBIP presentations have been given by USPS 
representatives in over 18 public forums, with some of the audiences ranging up to 600 in count. When 
firet publiclyannounced, there were 15 companies interested in participating in the program. Since then 
over 70 companies have begun attending our public meetings. 

As the program has moved from the feasibility phase to the customer perspective phase this past 
year, we have met with representatives from the following mailer groups; Envelope Manufacturers 
Association (EMA), Mail Systems Management Association (MSMA), Mail Advertising Service 
Association International (MASA), Advertising Mail Marketing Association (AMMA), American Bankers 
Association, Direct Marketing Association, Home Office Association of America (HOAA), National 
Postal Policy Council (NPPC), Printing Industries of America (PIA), Association of Mailing Equipment 
Dealers (AIMED), Business Technology Association (BTA), and Bellcore, Additionally, some of the 
organizations that we have met with include Allstate, World Color Direct, Rodale Press, Atlantic 
Envelope Company, RR Donnelly, Xerox Corporation, Quad/Graphics, General Services 
Administration, Office of Attorney General, State of T exas, Hewlitt Packard, and UnionCamp. 

Multiple customers, large and small, have been involved with current and potential IBIP procuct 
service providers as well as the Postal Service through focus groups, telephone interviews, and 
qualitative surveys. Interested parties have shared the results of their market surveys and focus groups 
with the Postal Service as well as in public forums. Due to perceived or potential bias with vendor- 
sponsored surveys, the Postal Service has begun its own sponsored surveys and focus groups through 
outside services. Most recently the Postal Service sponsored a qualitative survey on IBIP through the 
Home Office Association of America website and newsletter. After preliminary analysis, we found that 
over 90 percent of 1,500 respondents stated that they would lease an IBIP product if the Postal Service 
authorized such a product. Approximately 90 percent also said they would use more Express and 
Priority Mail if given the convenience of such a product Additionally, we found that only 12 percent of 
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the respondents currently use postage meters. Based on this research and information shared by 
several companies pursuing development of a Small Office/Home Office (SOHO) PC Postage product 
utilizing an IBIP indicia, the proposed changes to the postage meter Indicia, appear to Indicate positive 
ojstomer reactiwi. We are continuing to measure customer reactions through multiple means, 
indudlng six planned focus groups during the month of June. 

On the basis of the market studies conducted by proposed developers of PC-based postage payment 
concepts, as well asourovvnsurvey,v^ believe that these new IBIP products will help respond to 
diversion concerns by providing additional inducement to our customers to use the mails rather than 
alternative communications. The prc^x>sed products may make it easier for customers to address and 
apply postage to mail at a lower cost than is cumently associated vith the rental of postage metere. 
Market surveys shared \Mth the Postal Service indicate a potential market of up to 3 million customers, 
primarily SOHO businesses. For the most part, these potential customers do not currently rent 
postage meters, as their mailing volumes are not suffident to wanant the cost of meters. To the extent 
that a substantial segment of our customers can be diverted from paying for postage with postage 
stamps to paying for remotely set metered postage, the Postal Service stands to benefit. 

Further witness to our public approach includes the fact that the Postal Service has been developing 
in a public forum a series of technical specifications, policies, and procedures. All draft proposed 
documentation has been announced through the Federal ReoLster v\ith request for public comment 
and followed by public meetings. To date, over 500 pages of written comments have been received 
in response to these proposed draft documents. The documents are open to public inspection and the 
Subcommittee’s staff is invited to examine these comments. 

b. In order to control postage revenue in a personal computer based postage meter environment, 
it is reported that the Service is prx)posing to remotely access all home based PC meters, 
without the owners’ knoWedge, to confirm that no theft of meter based postage has occurred. 
Please provide the Subcommittee with a legal memorandum regarding the legality of this 
procedure. What is your reply to charges that such an Intrusion into private homes represents 
a "big brother" type of privacy invasion? 

ANSWER: There is no plan under consideration under which the Postal Service would remotely access 
all home-based PC meters, without the owners' knowledge, to confirm that no theft of meter based 
postage has occurred. Probably this concern results from the follovwng proposal which the Postal 
Service is considering. Under present Postal Service regulations (39 CFR § 510.25), manufacturers of 
postage meters are required to conduct physical inspections of the meters at intervals determined by 
whether the meter is of a mechanical or electronic design and by the postage printing capadty of the 
meter. In addition, postage meter licensees are required to physically present their manually set meters 
for Postal Service examination if they are not reset within any three-month period (they are examined 
when reset). Purser, meters that are reset remotely need only be presented for examination annually, 
provided they are remotely reset at least every three months (DMM P030.2.6d). 

Physical inspection of meters by the manufacturers is a costly process-a cost which ultimateiy is 
passed on to our customers. Examination of meters by Postal Service clerks Is an inconvenience to 
our customers and. in the coming era of electronic and digital meters, it is doubtful that examination 
by Postal Service clerks would detect any but the most callous tampering attempts. We are exploring 
the concept of having the manufacturers’ meter resetting systems remotely validate the integrity of 
certain cof>trol data-sudi as the ascending and descending balances in the meter, meter identification, 
and cryptographic data each time the meter is reset. An imbalance in register values or unusual 
(xyplographic data might give reastxi to require a physical inspection of the meter. This concept is 
appealing as a means of reducing, if not eliminating, physical inspection particularly of small er-volume 
meters, thereby saving our customers unnecessary costs and inconvenience. Three of our current 
postage meter manufacturers are currently using this concept of “remote inspection", and IBIP/PC 
Postage products vwuld simply follow the precedents already being set. We would expect that just as 
customers are presently advised that they must use their meter in compliance vwth the Postal Service 
inspection and examination requirements, customers using meters involving remote inspection would 
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be advised that their meter would be inspected in this manner. Incidentally, the current meter 
manufacturers presently obtain register values of remote meters from their customers and store this 
data in their resetting computers. The data is made available to the Postal Service where meter fraud 
is suspected. 

While it would not appear to relate to the concern you are addressing, the Postal Service is proposing 
to require that the PC-based postage payment systems use a Postal Service Address Matching System 
ZIP+4 CD ROM to correct and update the mailing addresses used by the system. Additionally, this 
CD will function to “monitor" compliance by the manufacturers with Postal Service requirements. As 
an example, in a proposed process the CD would be programmed to determine whether the system is 
using the current Postal Service rates and to prevent the system from operating if it is not using the 
current rates. 

c. What studies has the Service conducted to determine the added cost to the mailer to print the 
IBIP? Please provide a synopsis of such studies, if conducted, for the Record. 

ANSWER: We are very aware of the cost considerations that our customers weigh as they select the 
postage evidencing mechanism most suited for their personal and business needs. These costs include 
time, efficiency, and convenience costs associated with acquiring and using postage stamps as well as 
fees associated vs«th current metering technology. For example, we read in the January 1997 ©’Dwyer’s 
PR Service Repext that one meter company has raised yearly rental fees on a specific meter model 106 
percent in 12 years, while maintenance fees on the base unit rose 170 percent. There are trade-off costs 
to be considered by both the Postal Service and our customers in all postage evidencing mechanisms. 
The Postal Sen/ice has not conducted any formal cost study regarding IBIP due to the fact that IBIP 
represents an alternative for our customers’ consideration at this time. 

d. Please provide the Subcommittee with the Service's best written estimates regarding the costs 
to replace or retrofit the existing meter population in North America. Please include in this 
submission the Service’s best estimates regarding (he costs incurred in this procedure versus 
the losses the Service is currently incurring due to meter fraud. 

ANSWER; The Postal Service has not developed any estimate of the cost of replacing or retrofitting 
existing meters in the United States (or elsewhere in North America) to reduce the ease with which 
meters can be manipulated to print unpaid postage or to make the detection of counterfeit indicia 
practical. While we are aware of the fact that Canada Post corporation (as well as most of the European 
Posts) are following a course very similar to ours directed toward the replacement of current meters w*th 
safer technology, we are not aware of any study conducted by any Post of the cost of replacing the 
present meters. For the Posts with whom we have discussed this issue, the question is really one of 
whether postage meters can continue to be accepted as a secure means of receiving postal revenue. 

For each, the conclusion is the same as we have reached: the present meter presente an unacceptable 
risk and, if postage meters are to continue to be an acceptable means of receiving postage, they must be 
made safer. 

Neither the USPS nor, to our knowledge, any other postal administration has in place a system to 
validate each piece of metered mail it receives-i.e., making sure that postage represented by ttie 
indicia has been paid. The lack of such systems is due not only to the cost-a cost which would 
make the continued acceptability of postage meters questionable at best-but also to the fact that 
counterfeiting can so easily be accomplished within the present paradigm of meters which legitimately 
print duplicate indicia 

We know that the current mechanical meters, and to a lesser extent the current electronic meters, 
are subject to tampering, and that counterfeiting of the indicia produced by each can easily be 
accomplished without any real chance of detection. We also know that many of our customers prefer 
to use postage meters, particularly customers who take advantage of the multiple rates that are 
available for sharing the cost of mail processing. With this knowledge, and encouraged by the two 
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GAO reports, we are seeking to effect changes that permit our customers to keep meters as an 
acceptable means of paying postage while reducing our risk of exposure to meter fraud. 

Without any system to verify postage meter indicia, the scope of our losses can only be gauged by tfie 
cases identified by the Postal Inspection Service based typically upon tips, in the past three years, the 
Postal Inspection Service has identified losses of approximately $24 million. We believe this 
represents only the “tip of the iceberg ” 

e. What alternatives has the Sen/ice considered short of replacing all existing postal meters or 
upgrading existing meters? How do the costs of such alternatives compare against the total 
cost to the mailer and the Service of Implementing the IBIP program? 

ANSWER; The IBIP initiative is a proposed response to the problem of counterfeiting postage meter 
indicia. At present, meter indicia may be readily counterfeited. Cases have been identified by the Postal 
Inspection Service where nibber stamps, offset printing, laser-printed indicia scanned into PCs. and colw 
copiers have been used to counterfeit postage meter indicia. Counterfeit copies of existing indicia are 
very difficult to detect because each meter uses an engraved printing plate to print the indicia and each 
indicia printed on a given date by a particular meter for the same postage amount will be identical. 
Accordingly, examination of the mail stream for duplicate indicia would be virtually pointless. Perfectly 
legitimate, identical indicia can be expected to am've in the mall stream from numerous points every day. 
The only solution we have identified through working vsith academic experts, other postal administrations, 
meter manufacturers, and the comments we have received through public rulemaking process described 
above, is IBIP. Under the IBIP approach, every meter would produce a unique indicia every time it prints 
postage. Accordingly, a process for examining the mall stream for duplicate indicia v^uld then make 
sense because any duplication of indicia would suggest a cause for further inquiry. 

For customers who operate small-volume meters, IBIP appears likely to result In reduced metering 
costs. As noted in respxxise to question 59a, small office and home office customers who find present 
meters too costly to rent may be attracted to owning PC pxjstage payment software systems. Smaller- 
volume customers who currently lease low-volume postage meters are beginning to be offered new, 
lower-cost meters that have resulted from manufacturer development of the IBIP concept and the 
Postal Service’s push to introduce new techrwlogy. Larger-volume customers who use meters vrftich 
are p)art of mailing systems may be faced vwth having to replace some or all of the devices which 
comprise the mailing system in order to use an IBIP-type meter. To date, we have not received for 
evaluation or approved a high-volume IBIP meter; therefore, cannot be certain of the extent to 
which the rranufacturers of cuirent meters and mailing systems are taking this factor into account in 
their designs. There would, of course, seem to be a market incentive Involved In designing high 
volume (BIP meters to adapt to the existing base equipment. However, we have been advised by 
several meter manufacturers that this Is a very difficult concept to design around. 

We are sensitive to this issue of indirectly requiring our customers to replace their often ow^ied base 
equipment in order to use an IBIP meter. To minimize or avoid financial losses, in planning the tirrong 
of any required conversion to IBIP meters, we are taking into account the customary capital equipment 
depreciation sdiedules our customers use for tax purposes. 

There are clear indirect, economic benefits associated with IBIP. It seems dear that the postage meter 
market is about to diversify as a result of this effort. At the present time there are only four approved 
meter manufacturers, and one controls approximately 85 percent of the market. Newcompanies will 
add the benefits of increased competition which, based upon recent product developments by the 
meter manufacturers, will result in lower postage meter costs. Additionally, losses sustained by the 
Postal Service as a result of meter fraud can only result In increased postage rates. Fixing the system 
to discourage meter indida counterfeiting will help to keep postage rates dovwi and keep the majority 
of our honest oistomere from underwriting the mailings of a minority of dishonest customers. 

As ncrted above, the only viable solution we have identified to the vulnerability of the present postage 
meters to tampering and counterfeiting, other than IBIP, is to no longer accept postage meters as 
means of receiving postage revenue. We do not knowthe cost of following this alternative. We do 
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know that because many of our customers prefer to pay postage through postage meters, any decision 
to no longer accept postage meters would inconvenience them and could be expected to have an 
adverse Impact on mail volume, 

60. Please provide for the Subcommittee a status report regarding the comf^aint case (C-97-2) filed by 
the Advertising Mail Marketing Association before the Rate Commission regarding rates charged 
for certain returned parcels. 

ANSWER: On June 6, 1997. the Postal Service, at the direction of the Board of Governors, filed a Request 
with the Postal Rate Commission proposing two changes affecting parcel mailers - eslattishm^ of a new 
classification for return of certain parcels in bulk, and a new means for shippers to pay fcx forwarding of 
parcels. The two proposals were filed in an effort lo effect speedy improvements in the parcel rate structure, 
and in settlement of a related complaint filed by the Advertising Mail Marketing Association (AMMA) with the 
PRC. In recognition of the fact that these proposals had already been partially considered before the 
Commission, and that settlement seemed a realistic prospect, the Postal Service asked that the Commission 
expedite the pnoceeding. The Postal Service and AMMA submitted stipulations which might lead to a prompt 
resolution of all issues and permit a Commission recommended decision to be issued without delay. In 
addition, the Postal Service asked the Commission to consolidate its new Request wth the pending AMMA 
complaint docket, C97-2, covering similar issues. The Postal Service arid AMMA will continue to cooperate 
with the affected mailers and the Commission to advance these proposals. 
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Michael S.Ccnxshun 
DB vrr P06TIMIBI Gbcam. 


UNHEDSOJES 


POSTALSERVtCE 


September 5, 199? 


Honorable John M. McHugh 
Chairman, Subcommittee on the Postal Sendee 
Committee on Government Reform 
arxl Oversight 
House of R^iresentsSives 
N^ftehington, DC 2051&6246 

Deo- Congressman McHugh: 

In re^Mnse to your May 13 request to Postmaster General Mandn Runyon, enclosed are 

responses to questions 2, 53 and 54 to the fotiovM^iquesdare submitted for me hearing record 

from the April 24 oversight hearing. 

If I can be of any fifther assisrance. please let me Know. 


Sincerely. 



•475 PiAZA SW 

Washngton DC 202600050 
202-26a-2525 
Fax KI2-2e8-4660 
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RESPONSE TO QUESTIONS 2, S3, AND 54 
SUBMITTED TO POSTMASTER GENERAL MARVIN T. RUNYON 
IN FOLLOW-UP TO THE OVERSIGHT HEARING ON APRIL 24, 1997 


2. Earlier this year the Postal Service issued a plan to rectify the pay discrepancy for Postal 

Inspectors as required by the legislation vte passed at the end of the last Congress. However, 
we understand that the actual pay adjustments are being delayed by a staffing shortage in the 
Human Resources office; for example, we understand that the same staff that is supposed to 
make the pay adjustments for 2,200 inspectors also are charged with establishing the Postal IG's 
new pay system. This pay adjustment no longer appears to be a high priority for the Postal 
Service. From your perspective, what is causing the delay in processing the pay adjustments 
as required under the legislation that is now 6 months old? When do you expect the pay 
adjustments to be processed? Will you make a commitment to detail within Human Resource 
additional staff, if necessary and feasible, to ensure that the pay adjustments are processed as 
expeditiously as possible while at the same time making sure that the Postal IG system is 
established and new hires are processed? 

ANSWER: Human Resources is coordinating with Payroll as well as Human Resources staff in the 
Inspection Service and in Corporate Personnel to determine the steps and timeframe for processing 
pay adjustment personnel actions effective back to September 28, 1996. These actions wiil bring 
Postal Inspectors' salaries up what they should be paid under the new legislation. The implementation 
date of pay adjustments for the Law Enforcement Pay and Locality Rates was June 21, 1997. New 
salaries were reflected in paychecks beginning July 1 1 , 1997. Additionally, we plan to process a 
retroactive pay adjustment to the Inspection Service on October IB, 1997, covering the pericd from 
September 28, 1996 through June 20, 1997. 

While the legislation was passed six months ago, the payroll requirements were not finalized until 
May 7, 1997. Additionally, the customized nature of the pay system has precluded simple "off shelf 
solutions. We have met with various parties for this issue, including representatives of the Inspection 
Service and the Inspector General staffs. Payroll, Human Resources, and Minneapolis Information 
Systems Center personnel have been working together to bring closure to this issue. 

a. Eariier this year, Chairman McHugh submitted for your consideration on behalf of a postal 
inspector three retroactive proposals regarding postal inspector pay comparability. However, 
ws have yet to receive any feedback on these proposals. Please provide your thoughts on 
these retroactive proposals. 

ANSWER: All actions will be retroactive to September 30, 1996, the date the legislation was passed. 
The Postal Service believes that this retroactive date is consistent with both the letter and intent of the 
legislation. The inspector who initiated the three retroactive proposals has been sent a letter of 
explanation. 

b. Relatedly, if a postal inspector must retire before you implement the legislation, is he or 
she still covered under the new salary structure, or must they be on the rolls when it is 
implemented in order to benefit? We have been told that the pay adjustment will be 
retroactive to the date of my legislation, now six months old; is this accurate? 

ANSWER: The pay adjustments will be retroactive to September 30, 1996, the date the legislation 
was passed. The retroactivity includes actions on inspectors who retire before the Postal Service fully 
implements the legislation. Inspectors who retired after September 30, 1996, and before implementation, 
will receive a retroactive pay adjustment and will have their retirement pay adjusted accordingly. 
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53. Based on a report from private consultants hired by you to examine the Inspection Service, a 
report from the GAO. artd testimony from the Postal Police and the Chief Postal Inspector, I wxild 
like to explore with you the idea that responsibility for the postal police be transferred out of the 
Inspection Service to Facilities or another management component. For example, in 1995, the 
Chief Postal Inspector agreed vnaUi the Subcommittee's perception that butldtr^ security is more 

a function of management than its o\mi audit and investigatory duties, and he stated that the 
day-to-day operations of the postal police officers could be transferred to postal management with 
the Inspector General providing oversight and the Inspection Service providing training. In 1994, 
the GAO reported that other major agencies rely on program offices for building security. Last 
year, the Postal Police testified to their belief that transfening out from under the inspection 
Service would improve the quality of workiife for them. What are your thoughts on this matter? 
Given the desire of the affected parties, why not move the postal police to another management 
function such as Facilities? 

ANSWER; In September 1996, the Postal Service contracted wtth Hallcrest Systems, an internationally 
recognized security consulting firm, to conduct a national review of the Security Force, One of several 
recommendations made by Hallcrest Systems was that the primary responsibility, authority, and costs for 
facility security (including the Security Force) be assigned to plant management. (A copy of the Hallcrest 
report was provided to the Subcommittee on the Postal Service on May 15, 1997.) 

The Postal Service is in the process of evaluating all recommendations from Hallcrest systems. Our 
goal is to provide adequate, cost-effective security for the Postal Service. We v^^ll notify the 
Subcommittee of any changes to the security program and the Security Force. 

54. What is the status of the Postal Service’s efforts to seek authority from the Attorney General to 
investigate violations of w<re fraud, unlawful access to stored cx>mmjnioations, access device 
fraud, and computer fraud? To what extent is the Postal Service intending to use this authorily as 
the justification for offering security to electronic messaging and thus broadening its role into ihe 
e-mail area? 

ANSWER; On April 2, 1997, the Chief Inspector submitted a letter containing a draft delegation to the 
Attorney General requesting a delegation of investigative jurisdiction to the Postal Inspection Service for 
violations of 18 U.S.C §§ 1029, 1030, 1343, 2701 and 2702 involving electronic communication services 
provided by the U.S. Postal Service pursuant to 39 U.S.C. § 403. 

No acknowtedgment of the April 2 letter was received from the Attorney General. On August 20, 1997, 

J. Michael Boswell, Deputy Chief Inspector, Office of Criminal Investigation and Henry J. Bauman, 
Counsel for the Inspection Service met with Mr. Marshall Jarrett, Assistant to Mr. Eric Holder, Mr. Holder 
is the former United States Attorney for the District of Columbia, and he was recently appointed Deputy 
Attorney General to replace Ms. Jamie Gorelick. The Inspedion Service requested the meeting to brief 
him on the purpose and history of the Inspection Service delegation request. Mr. Jarrett asked for an 
opportunity to review the materia) provided to him, and at his request, a follow-up meeting is planned 
for mid-September, 

The Attorney General has authority under 18 U S.C § 3061 (b)(2) to provide by agreement with the 
Postmaster General for the enforcement of laws of the United States by the Postal Inspection Service 
when the Attorney General determines that violations of such laws have a detrimental effect upon the 
operations of the U.S. Postal Service. A draft of the delegation had previously been shared with the 
Director of the Federal Bureau of Investigations and the Director of the United States Secret Service for 
their respective comments. 

The purpose of the requested delegation is not to broaden the Postal Service’s role in the e-mail area, 
but rather to recognize that in recent years the Postal Service has become very dependent upon the 
use of computers not only as a basic tool in the management of the Postal Service, but also as an 
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increasingly key element in the ways in ^ich we perfom our basic purpose: providing effective and 
efficient po^ services at fair and reasonable rates. In addition, to the extent the Postal Service 
becomes involved in meeting customers’ needs for next<generation postal services, computers will 
play an important role. 
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APRIL 24 PMG FOLLOW-UP QUESTIONS 
ATTACHMENTS 

LISPS Ethics Program and letter from office of I 

Government Ethics 

Atlanta Postmaster Installation Costs II 

Page 58, 1996 Annual Report III 

NCOA Procedure Guide IV 

Post Office with Revenues Lower than Expenses V 


Attachment V Is available in the Subcommittee files for review. 
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Attachment I 


THE U.S. POSTAL SERVICE ETHICS PROGRAM 
I. Legal requirements for agency ethics programs. 

The Postal Service is required to administer an ethics program in conformity with 
the ethics laws and regulations applicable to the Executive Branch. Under the 
Ethics in Government Act of 1978, § 402, as amended, 5 U.S.C. App., and 
Executive Order 12,731, § 301,' general oversight and regulatory authority over 
agency ethics programs have been centralized in the Offfce of Government Ethics 
(OGE). In addition to establishing substantive ethics rules in the Standards cf 
Ethical Conduct for Employees of the Executive Branch and certain other 
regulations, OGE has prescribed rules governing the mandatory content of agency 
ethics programs, primarily in 5 C.F.R. § 2633.202-203. These requirements divide 
program responsibilities between the agency head and a designated agency ethics 
official for each agency. 

Under section 2638.202, the agency head is responsible for leadership, resourcss, 
and selection of a designated agency ethics official. 

Under section 2638.203 of Title 5 C.F.R., the designated agency ethics official shall 
coordinate and manage the agency's ethics program, which consists of the following 
elements-; 


• liaison with OGE 

• review of financial disclosure reports 

• education and training programs (soecific requirements in 5 C.F.R. § 
2638,701-704) 

• monitoring administrative actions and sanctions 

• counseling 

• record keeping 

• periodic evaluations 

• coordination with the Inspector General. 

Section 224.47 of Title 39 of the Code of Federal Regulations establishes the 
General Counsel as the Postal Service's designated agency ethics official. 

n. Postal Service Ethics Program. 

In addition to Senior Vice President and General Counsel Mary Elcano, the Postal 
Service’s Designated Agency Ethics Official (“DAEO”), other agency ethics officials 
include the Alternate Designated Agency Ethics Official (“Alternate DAEO"), Charles 


’ The President is empowered to establish employee conduct regulations by 5 U.S.C. 5 7301 , Ey 
virtue of 39 U.S.C. § 41 0(b)(1 ), this section ano the regulations apply to the Postal Service. 
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D. Hawley, Senior Counsel for Ethics, Civil Practice Section, Law Department, and 
William R. Gilligan, Managing Counsel, Civil Practice Section. Wendy A. Hocking, 
an attorney and Team Leader for Ethics Training, along with several other attorneys 
and paralegals in the Civil Practice Section have received ethics training and share 
various ethics program responsibilities. A number of., attorneys in the National 
Litigation, Legal Policy, and Corporate Law sections of the Law Department have 
received ethics training and are involved in the various aspects of the ethics 
program, primarily focused on client training. In addition, 23 people from Postal 
Service Headquarters serve as the designated ethics representatives for their 
departments, and receive special training in ethics matters on at least an annual 
basis 

In the field, the ethics program is aided by the Managing Counsels in the Law 
Department’s eight Field Offices. The Managing Counsels and selected field office 
staff administer the confidential financial disclosure process for field employees. 
Moreover, each Performance Cluster has designated Ethics Resource contacts, 
typically managers in the areas of Human Resources, Finance, and Administration, 
are designated Ethics Resource contacts. 

Following-is a summary of the ways in which the Postal Service’s ethics program is 
administered to address each element defined by OGE. 

A. Liaison with OGE. Liaison with OGE is provided within the General Counsel's 
office at several levels. The General Counsel has personally met with the Director 
of the Office of Government Ethics on several occasions. Both the Director and 
OGE's General Counsel came to the Postal Service to view the 1995 ethics training 
broadcast with Postal Service officers. 

Day-to-day liaison with OGE is provided by the Alternate DAEO, Senior Counsel 
Charles Hawley; Managing Counsel of the Civil Practice Section, William Gilligan, 
and by Civil Practice staff attorney Wendy Hocking. Mr. Hawley frequently consults 
with OGE’s General Counsel’s office and with OGE’s desk officer assigned to the 
Postal Service. He is an active member of the Interagency Ethics Council, meeting 
monthly with ethics officials from OGE and other agencies to compare notes and 
work on matters of common interest. Mr. Gilligan consults with OGE 
representatives on a frequent basis, and Ms. Hocking has been working closely with 
OGE's Associate Director for Education and her staff on training matters, as well as 
participating in the monthly meetings of the Interagency Ethics Council. 

At the Postal Sen/ice’s invitation, OGE’s training unit provided ethics training for 
DSPS headquarters departmental ethics representatives in March (topic: general 
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ethics) and will provide training in October (topic: collection and review of 
confidential financial disclosure reports) of 1997. OGE will also conduct an ethics 
workshop for the Law Department's Managers and ethics attorneys on May 1, 1S97. 

The Postal Service annually sends the maximum allowed representation (most 
recently 10 people) to OGE’s 3-day Annual Ethics Conference, to learn about OGE 
requirements and recent developments in government ethics, participate in trainino 
seminars, and network with fellow government ethics professionals from OGE and' 
from other Executive Branch agencies. The Postal Service's delegation has 
consisted primarily of ethics professionals from the headquarters and field 
components of the General Counsel's office, together with representation from 
Purchasing and fro.m the Inspection Service. 

Annually, the General Counsel's office has filed a required statistical report in the 
format specified by OGE, due at the end of January. This report provides OGE with 
data concerning agency programs in t.he areas of financial disclosure, trainino. 
counseling, and other matters. 

B. Review of Financial Disclosure Reports. Two reports are collected from 
different groups of employees: (1 ) SF 278 (public report), and (2) OGE 450 
(confidential report). The Postal Service’s procedures for filing and review of thes$ 
reports as developed since 1993 were codified in a Manags.msnt Instruction that 
was issued and disseminated In January 1397. 

1. SF 278. Public reports are required to be submitted by all employees serving in 
positions paid at a rate equal to 120 percent of the minimum rate for GS-15. (This 
filing threshold is currently $85,073). The reports are filed when an employee first 
enters such a position, annually thereafter in the spring, and again upon leaving the 
Postal Service. Corporate Personnel Operations notifies the filers, who return the 
completed reports to the Civil Practice Section of the General Counsel’s Office 
where they are reviewed and certified. Approximately 725 postal employees are 
currently required to file the public reports. 

SF 278 is also used by nominees for Governor of the Postal Service. The Alternate 
DAEO reviews each of these reports in coordination with the Office of Government 
Ethics and the White House Counsel’s office, prior to submission of a nomination to 
the Senate. Afterwards, the Alternate DAEO has provided an evaluation of the 
report if requested by the Senate committee considering the nomination. Once a 
Gdvernor is confirmed, he or she submits an annual report which, though 
confidential by law, uses SF 278. These reports are reviewed by the Alternate 
DAEO. 
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Conflict Check Procedures . As explained in the Management Instruction on 
Financial Disclosure Report Procedures for the U.S. Postal Service that was issued 
in January 1 997, federal criminal law prohibits postal employees from knowingly 
participating in any particular matter that will have a direct and predictable effect on 
their own financial interests, or those of certain family members, business 
associates, and organizations. It is the personal responsibility of each employee to 
comply with this law, and to identify and avoid conflicts of interest. Employees 
receive training regarding their ethics obligations, and are encouraged to seek 
information and advice with regard to ethics matters from the DAEO, Alternate 
DAEO, and other agency ethics officials. 

To assist employees in detecting potential conflicts between certain postal business 
matters and the reported holdings (as required by SF 278 forms) of the postal 
Governors, the Postmaster General, and the Deputy Postmaster General, the 
Genera! Counsel has developed a process for performing conflict checks. Up-to- 
date information is obtained monthly from the Marketing, Finance, and Purchasing 
areas, and from the Board's Secretary and various management committees, with 
respect to business matters being contemplated or pursued by the Postal Service. 
The Civil Practice Section then performs conflict checks prior to management 
meetings and the monthly Board of Governors meeting. Software has been 
installed that allows conflict of interest checks to be performed by searching 
databases of individuals’ coded fi.riancial information for "hits” with business names. 
If a search should reveal a match, the individual is contacted immediately and 
advised to recuse himself or herself from all official matters pertaining to that 
business until the situation can be fully analyzed. 

In addition to the computerized checking process, Law Department ethics staff have 
initiated screening processes to ensure that executives who have executed recusal 
statements do not participate in postal business that involves or affects any of their 
actual or imputed holdings. The screening process involves making the direct 
reports and staff of the executives aware of the recusal statement and the 
businesses listed therein so that postal matters involving those businesses will not 
come before the executives until and unless it is determined that there will be no 
actual or apparent conflict, or a waiver is received allowing participation in the 
matter. 

As an added means of detecting potential conflicts of interest, all the Law 
Department sections coordinate regular meetings with their client organizations to 
identify pending and proposed postal business matters and the parties involved in 
them. Conflict checks are then performed using this information, and matters 
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appearing to involve a potential conflict for a governor or offioer will be identified, 
researched, and resolved at an early stage. Whenever appropriate, the General 
Counsel will seek waivers and certificates of divestiture from OGE for postal ~ 
officials. 


2. OGE 450. The Postal Service is required to obtain confidential financial 
disclosure reports, using Form OGE 450, from employees paid at levels below that 
for filing SF 278, if their positions involve substantial responsibilities in contracting, 
law enforcement, or certain other matters. There are currently approximately 6,400 
employees in this category. Reports are to be filed upon entering such a position, 
and annually on October 31. Under existing practice, as codified by the 
Management Instruction, each Vice President determines which employees should 
be directed to file, from headquarters and headquarters-related units. Headquarters 
and headquarters-related units file their forms with their Vice President, each of 
whom has designated an ethics representative to receive, review, and maintain the 
reports, with advice and assistance from Civil Practice. If the ethics representatives 
themselves are required to file OGE 450, their forms are reviewed and maintained 
by the Civil Practice Section. By request of the Chief Operating Officer, Human 
Resources at headquarters maintains a standardized list of positions required to file 
from field organizations. For field employees. Human Resources initiates a mailing 
from the Minneapolis Information Systems Service Center (iSSC) notifying those 
required to file reports. Field employees file their reports with the assigned field 
counsel office, which reviews and maintains the reports. 

.Kit, Formats and R eview Training . To assist both headquarters ethics 
representatives and field counsel in performing their functions, since 1993 the Law 
Department has annualiy distributed to them a detailed Kit for Collecting 
Confidential Financial Disclosure Forms. These kits contain: a cover letter from the 
DAEO; checklists showing deadlines for collection and review; a transmittal letter 
from the DAEO to filers; four summary report forms to return monthly to show the 
progress of their work, and a final report form; a sample delinquent filer letter' and 
other suggested strategies for following up with delinquent filers. The summary 
reports are used by Civil Practice to prepare the annual statistical report required by 
OGE each January. In the fall of 1997, all headquarters ethics representatives and 
field counsel are scheduled for an additional four-hour OGE training session at 
Postal Headquarters on the collection and review of OGE 450 forms. 

C. Education and Training. OGE regulations require two types of training: (1) 
introductory familiarization for new employees, and (2) annual training for filers of 
financial disclosure reports. Each of these types of training must be at least one 
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hour in duration. The Postal Service also provides other supplemental ethics 
training. 

1. Introductory Familiarization. When the current OGE training regulation took 
effect in 1992-1993, the Postal Ser/ice was required to make certain information 
available to its more than 700,000 employees, and to provide each employee with 
one hour of familiarization with the Standards of Ethical Conduct for Employees cf 
the Executive Branch. This was accomplished through several actions. First, the 
General Counsel’s office prepared a letter that was signed by tha Postmaster 
General and rhailed to all employees, providing notice of the Standards, announcing 
the forthcoming familiarization training, and providing the names and felepnone 
numbers of ethics advisors. Next, with professional assistance, the General 
Counsel’s office prepared a video training tape, “Ethics and You,’ which was 
distributed throughout the Postal Service for showing to all employees. Several 
thousand copies of the Standards were mailed to offices around the country to be 
available to employees upon request, in connection with the training. 

Subsequently, the Genera! Counsel’s office assisted the Corporate Training 
organizationlo produce a new module on ethics familiarization to be induced in 
training new employees. For the past year, course materials have included an 
edited version of the “Ethics and You’ video, written materials for the instructor, erd 
handouts for the employee including a summary of the Standards of Ethical 
Conduct, a list of USPS ethics advisors, and informatio,n about where to consult the 
full text of the Standards. In addition, the full text of the Standards of Ethical 
Conduct can be accessed and downloaded by employees on the Postal Service’s 
Web site. Other ethics information, including a training calendar and updated 
reference lists, will be added to the Web site during the next few months. 

2. Annual Training for Filers. Beginning in 1993, OGE regulations have required 
that all filers of financial disclosure statements receive at least one hour of ethics 
training every year. The General Counsel's office has coordinated each year’s 
training, which has been accomplished through the production of Postal Satellite 
Training Network (PSTN) broadcasts for all Postal Service financial disclosure filers 
at headquarters and in the field. In 1 S93, the training featured a panel of ethics 
professionals answering questions in interactive call-in format. In 1SS4, an ethics 
training video produced commercially for the Department of Defense was mccified 
for the Postal Service broadcast. In 1995, ethics counsel from the General 
Counsel’s office served on an interagency committee which produced a 
Government-wide training broadcast, with an interactive call-in component. In 
1996, the General Counsel’s office coordinated a satellite broadcast using 
selections from a second government-wide broadcast earlier in the year and adding 
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postal material presented by the General Counsel and other Postal Service officers, 
including the Chief Operating Officer, the Chief Postal Inspector, the Vice President 
for Human Resources, and the Vice President for Purchasing. 

Each year, video copies of the training are produced for use by those employees 
unable to participate in the broadcast. Each organization.is assigned responsibiiity 
for scheduling its own filers to receive the training, and for reporting the results back 
to the Postal Service's Corporate Training organization. In 1996, the ethics 
broadcast was viewed either live or on tape by at least 7,472 employees in 
fulfillment of their annual ethics training requirement, a significant increase over 
1 995, when 4,346 employees saw the broadcast. 

Since 1994, the General Counsel or her staff has provided annual ethics traininc to 
the Board of Governors at one of its regular meetings. In 1 996, ethics training was 
provided to the Board of Governors at its December meeting. 

3. Voluntary Training. The General Counsel’s office and other offices in the 
Postal Service have sponsored numerous other ethics training sessions to 'ocus on 
specific needs. 

a. Ethics resource training. In 1993, following introduction of the new Standards 
by OGE, the General Counsel's office rscommisnded to management that a full day 
of ethics training be provided to individuals throughout the field organizations who 
could then serve as ethics resources for their organizations to field routine 
questions and channel issues needing legal review to the appropriate field counsel. 
Field management designated about 170 employees to add the ethics resource 
function to their duties. Attorneys from the General Counsel's office trained them at 
several locations around the country. Also in 1993, about 20 headquarters ethics 
representatives were named by the Vice Presidents and trained by the Law 
Department. 

In March 1997, current headquarters ethics resource people received an ethics 
overview training. They are also scheduled in October for specific training 
regarding the confidential financial disclosure report process. In addition, Law 
Department Headquarters and Field attorneys will receive refresher training in 
Ethics on May 1, 1997. 

b. Procurement ethics training. Developments on several high-profile contracts 
have reminded the Postal Service of the need to devote special attention to ethics in 
the procurement context. In 1993, the Purchasing, Transportation, and Facilities 
organizations provided a day of specialized ethics training to all of their responsible 
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personnel nationwide, about 1,100 trainees. Also in 1993, procurement authority 
and responsibility in these areas was consolidated under one Vice President, The 
General Counsel's office assisted in the development of the training course, which 
was presented by outside trainers under contract. In 1994, the same group 
received 2 1/2 hours of follow-up ethics training. In 1 996, working with another 
federal agency. Purchasing enhanced its training program by developing some 
interactive computerized training focusing on procurement-related issues. The 
computer-based training was subsequently adapted by Corporate Training and 
Development for use in connection with new employee orientation on a nationwide 
basis. Moreover, the new purchasing manual makes procedures uniform in ali 
areas of purchasing. 

c. Filer training. In 1 993, when the SF 450 forms developed by OGE were first in 
use in the Postal Service, the Alternate DAEO provided an interactive training 
session called “Cover Your Assets," broadcast on PSTN, on how to understand and 
complete the form. The broadcast was intended for all interested filers of SF 450. 
“Cover Your Assets’ is maintained as an ethics information resource in OGE’s 
Ethics Information Center. 

In addition, supplemental instructions are sent to SF 450 filers with their 450 forms, 
and to OGE 278 filers with their 278 forms; a list of ethics contacts is included with, 
both packages. 

d. Requested training. Each year attorneys from the General Counsel’s office, 
both at headquarters and in the field, have provided severai ethics training sessions 
for particular groups upon request. Since 1995, teams established to work on 
several important contracting assignments have requested and received ethics 
training, as has the Inspection Service’s forensics section. 

In 1996, a cross-functional ethics team was created in the Law Department to 
develop customized training programs for Postal Service departments. This year 
specialized ethics training has already been completed for the Marketing, Finance, 
and Human Resources Departments. 

e. Ethics news features. Ethics counsel at headquarters distributed an ethics 
newsletter in 1995; another is planned for 1997. Since 1996, the Law Department 
has used Postal Link (an e-mail system for 20,000 postal managers) to feature 
various timely ethics topics and reminders, such as a reminder about gift restrictions 
that was featured at the beginning of the 1 996 holiday season. Postal Link will be 
frequently utilized to inform managers about upcoming filing deadlines, raise 
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awareness of ethics issues, and widely disseminate information about ethics 
training and contacts. 

f. Officer training. In 1 994, after the new OGE Standards were introduced, the 
Alternate DAEO provided special face-to-face trainirig sessions for the officers of 
the Postal Service, after providing them with a written summary in advance. While 
similar in content to the training for other filers of financial' disclosure reports, the 
officer training provided an opportunity for more questions and interchange within 
small-group settings. This training has continued through the present, and was 
given in 1 996 to three new Vice Presidents and the Inspector General, 

D. Monitoring administrative actions and sanctions. The General Counsel's 
office maintains direct control over all formal divestiture actions under the ethics 
rules, and over late-filing fee assessment, and collection for SF 278 filers. The 
Alternate DAEO and the Inspection Service's Independent Counsel have been 
meeting quarterly to review the status of any ethics matters referred by the General 
Counsel to the Inspection Service for investigation. Summary sheets for ethics 
matters are maintained by the General Counsel's Office based upon information 
provided by the Inspection Service. The Chief Inspector sent a letter to all 
inspectors in early 1997 reminding them of their obligation to notify the General 
Counsel and the Office of Government Ethics every time they make an ethics 
referral to the Department of Justice, and to provide follow-up information on the 
referrals. The General Counsel has sent a letter to the Inspector General, also, to 
coordinate the referral of matters to the Department of Justice and the Office of 
Gove.'nm.ent Ethics. 

E. Counseling. The General Counsel’s office makes ethics counseling and advice 
available upon request through the Alternate DAEO at headquarters and through 
each of the eight field legal offices. All employees have the right to request 
counseling. Counseling covers any matter arising under the Standards of Ethical 
Conduct for Employees of the Executive Branch, the Postal Service's supplemental 
standards, and criminal statutes pertaining to ethics. The ethics representatives for 
each Vice President at headquarters and about 170 specially trained ethics 
resource personnel in the field are available to facilitate and feed into the General 
Counsel's ethics counseling program. As a very large part of his daily work, the 
Alternate DAEO routinely provides ethics advice for the officers of the Postal 
Service and other headquarters personnel on such matters as OGE's “widely 
attended gathering’ exception to the gift rule, gifts or contemplated gifts by fellow 
erftployees, gifts received from international governments, conflicts of interest, 
outside employment and post-employment discussions, and endorsements or 
recommendations for charities, non-profit groups, or the like. Several of OGE’s 
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regulations provide for requests by employees for rulings or waivers by the DAEO 
or her representatives on ethics matters, as do the Postal Service’s own rules on 
outside employment interests and spousal service as a highway transportation 
contractor. Such rulings are issued by the DAEO or Alternate DAEO, or by 
attorneys in the field offices usually in consultation with the Alternate DAEO. 

Due to the critical importance of ethics compliance in procurement matters, in 1 SS5 
the General Counsel directed the formation of an Ethics Advisory Council to remain 
available to explore and resolve all ethics issues surfaced in connection with major 
procurements. This Council consists of the Alternate DAEO; the Chief Counsel, 
Purchasing; the Manager, Field Support and Integration; and the Manager, 
Headquarters Purchasing. The Ethics Advisory Council was responsible for 
formulating remediation strategies in connection with issues identified in several 
recent contracts. 

F. Record keeping. OGE's requirements for maintaining financial disclosure and 
ethics advice files, together with its requirement for annual statistical reports on 
financial disclosure, training, and other program elements, define the primary record 
keeping need. Since the Civil Practice Section reviews all SF 278 reports, that 
section maintains the files and records pertaining to those reports. OGE 450 files 
are maintained by the reviewers on-site in their respective headquarters 
departments, and by the Field Legal Offices. Requirements for the security of these 
files are contained in the associated Privacy Act Systs.ms of Records in the 
Administrative Support ManudI, and are summarized in the Management instruction 
that was issued in January 1 997. For headquarters and related units, each Vice 
President and his or her designated ethics representative have review and record- 
keeping responsibility for OGE 450s collected within their respective organizations. 
For field units, the field law offices have performed these functions, dating prior to 
1986 when field counsel reported directly to the former Regional Postmasters 
General, Both the headquarters ethics representatives and the field counsel are 
required to report summary statistics to the General Counsel’s office for use in 
monitoring compliance and reporting to OGE. Report formats are in the Kits 
supplied in advance of each fall’s OGE 450 filing cycle. Records of ethics advice 
and counseling are maintained by the legal office providing the advice, including the 
Civil Practice Section and each field legal office. 

G. Periodic evaluations. The main elements of OGE’s current requirements for 
federal agency ethics programs are a product of sweeping government-wide reform 
and standardization of both substantive and administrative ethics requirements 
introduced in 1 992-1 993. These changes came at a time when the Postal Service 
was undergoing its own restructuring. OGE’s newly standardized SF 450 disclosure 
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requirement took effect in the fall of 1992, when the widespread staffing changes 
and reassignments made it impractical to determine who shouid file, in time to 
comply. Early in 1993, OGE’s new substantive Standards of Ethical Conduct for 
Employees of the Executive Branch took effect, superseding individual agency 
standards. Also in 1 992-1 993, OGE's training rules:applied for the first time, 
requiring one-time introductory familiarization with the new Standards for all existing 
employees, similar familiarization subsequently for all new employees as hired, and 
annual ethics training for financial disclosure filers. This entailed familiarization 
training for over 700,000 postal employees. Accordingly, for 1 993 and the next few 
years, the Postal Service’s administrative task was to adjust to the new Generalized 
requirements newly applicable to all agencies. The efforts of the DAEo'and her 
ethics staff focused on getting sufficient systems in place to accommodate these 
requirements. 

At the time of the 1992 reorganization and shortly after, the General Counsel made 
several changes to the management of the ethics program. She added an 
intermediate level manager (then the Chief Counsel, Ethics and Information Law, 
and now the Managing Counsel, Civil Practice) to assist the Alternate DAEO in 
directing the. day-to-day ethics program. She requested each headquarters Vice 
President- to designate a permanent ethics representative to work with her ethics 
staff to accomplish required financial disclosure, ethics training, and ethics 
counseling tasks. The Chief Counsel, Ethics and Information Law, and the 
Alternate DAEO then met individually with each Vice President's ethics 
representative to explain the OGE requirements, work out with them how to achieve 
the requirements within their organizations, and provide written instructions. 

Included in these discussions was a consultation about each organization's 
evaluation of which positions to designate as having to file Form 450. The current 
ethics representatives received overview ethics training in March 1 997, and will 
receive training on the collection and review of Forms 450 in October 1997. Both 
training courses will be conducted by OGE training staff at Postal Service 
headquarters. 

Early in 1 994, after the first training and filing cycle, the General Counsel provided 
to each Vice President an Ethics Compliance Report for the VP’s organization, 
summarizing that organization’s progress in completing training and financial 
disclosure requirements. Several Vice Presidents whose organizations had not 
completed the requirements or had not reported their statistics were provided 
deficiency notices, requesting further action. 

From 1993-1995, the General Counsel’s office organized periodic general meetings 
of all headquarters ethics representatives to plan for annual filing and training 
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cycles and to answer their questions. This will be repeated in 1 997. A cross- 
functional Ethics Team, consisting of an attorney from each of the Law 
Department's sections, meets regularly to focus on ongoing ethics training activities, 
and to plan and develop the annual ethics broadcast for 1997, 

The OGE-initiated changes and the Postal Service's internal restructuring also 
necessitated a review of Postal Service ethics regulations to determine what 
needed to be revised. A detailed “Catalog of Ethics Responsibilities" was prepared 
late in 1993, listing all external regulatory requirements in detail and summarizing 
who currently performed which tasks in the Postal Service, and what internal 
regulations needed revision. Afterwards, the General Counsel's office prepared a 
revision of the Postal Service's Supplemental Standards of Ethical Conduct, 
obtained the required approval from the Director of OGE, and published in the 
Federal Register for public comment. A final rule was published in the Federal 
Register on September 11 , 1995, for codification at 5 C.F.R. Part 7001. Althe 
same time, the General Counsel's office published a separate document in the 
Federal Register revising the Postal Service's Rules of Conduct regulations codified 
at 39 C.F.R. Part 447, formally repealing material superseded by OGE's Standards 
of Ethical Conduct for Employees of the Executive Branch, and conforming the 
regulations to the new Postal Service supplemental standards. ' 

As noted in- section E, above, in 1995, the General Counsel required the formation 
of the Ethics Advisory Council to quickly and comprehensively address any ethics 
issues that surface as major procurements are developed. The General Counsel's 
office also developed a new ethics clause for use in personal services contracts 
retaining individuals to work on procurement matters. 

H. Coordination with the Inspector General. The General Counsel and the 
Inspection Service have ongoing communications, as well as documentation of the 
status of ethics matters referred by the General Counsel to the Inspection Service 
for investigation. The Alternate DAEO and other ethics attorneys meet quarterly 
with the Inspection Service’s Independent Counsel to address those needs, in 
1996, the Inspection Service's tracking system was adapted to track ethics-related 
offenses that are referred to the Department of Justice for possible prosecution. 

The tracking information is provided to the General Counsel and to OGE on a 
regular basis. The General Counsel will similarly coordinate communications and 
documents regarding ethics matters with the new Inspector General and the IG 
office. 


APRIL 1997 
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fiCt! US OFFICE OF GOVT ETHICS 


ITrffl 03. 06' 9? I6i45/ST. ! 6; 4«/NO, 3561 462668 ? 



United States 

Office of Government Ethics 

1201 New York Avenue. Suite 500 

Vashington, DC 20005*3917 


March 6, 1997 


Mary S. Elcano 

General Counsel and vice President 
United States Postal Service 
475 L'Enfant Plaaa, SW. , Room 6006 
Washington, DC 20260-1100 

Dear Ms. Elcano: 

The U.S. Office of Government Ethics (OGE) recently conducted 
its third follow-up review to determine the actions taken on the 
recommendations contained in OGE's August 9, 1995 report of its 
review of Postal Service's ethics program. 

We have determined from the results of our third follcw-up 
review chat all recommendations have been implemented. 

We appreciate the efforts put forth to strengthen the ethics 
program and commend you. and your staff for your cooperation in 
implementing our recommendations. 


Sincerely, 


"uack Covaleski 
Associate Director 
Office of Agency Programs 
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Financial Statements 


Attachment III 


Years ended September 30. 1996, 1995, and 1994 


(dollars in millions) 


Capital 

Contributions of 

Statements of Changes in Net Capital Deficiency U.S. Government 

Deficit 

Since 

Reorganization 

Total Net 
Capital 
Deficiency 

Balance, September 30, 1993 

Net Loss 

Coital Equipment Transfers 

$ 3,034.1 

($ 

( 

8,081.8) 

913.6) 

(S 5,047.7) 

( 913.6) 

to the U.S. Government 

( 0.2) 



( 0.2) 

Balance, September 30, 1 994 

Net Income 

Capital Equipment Transfers 

3.033.9 

( 

8,995.4) 

1,770.3 

( 5,961.5) 

1,770.3 

from the U.S. Government 

0.2 



0.2 

Balance. September 30, 1 995 

Net Income 

Capital Equipment Transfers 

3,034.1 

( 

7,225.1) 

1 .567.2 

( 4.191.0) 

1,567.2 

from the U.S. Government 

0.3 

_ 

- 

0.3 

Balance, September 30, 1S96 

S 3.034.4 

<!_ 

5,657.9) 

(S 2.623.5) 


Procedure Guide 


NATIONAL CUSTOMER SUPPORT CENTER 
UNITED STATES POSTAL SERVICE 
6060 PRIMACY PKWY STE 201 
MEMPHIS TN 38188-0001 
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Overview & NCOA Overview 

Purpose The United states Postal Service (USPS) developed and implemented the Na- 
tional Change of Address (NCOA) system as a means of reducing the volume of 
undefiverable-as-addressed mail and improving the quality of mail entering the 
mailstteam. 


Under tiie NCOA system, all change-of-address (COA) information submitted to 
the USPS by relocating customers is telecommunicated daily from over 210 
Computeri^ Forwarding System (CK) sites to the USPS's National Customer 
Support Center (NCSC) in Memphis, Tennessee. The NCSC consolidates the 
COA information and standardizes it by matching the COA information against 
the National ZIP+4 File. The resulting standardized NCOA master file, consisting 
of more than 110 million permanent COA records, is provided to a number of 
private companies operatii^ tmder a licensing agreement with the USPS. The 
licensees offer NCOA services by accepting mail lists ftom their customers and 
providing address standardization, Zff +4 coding, and COA information when 
an authorized name and address match is attained as part of the NCOA service. 
Every two weeks, licensees receive master file updates from the NCSC to ensiue 
that tile mailing lists they correct are as accurate as possible. 

Provision of new address data from the NCOA file is controlled by strict name- 
and address-matching logic. No NCOA address information is provided without 
a match to a name and address record already present in a customer's input file. 
A Processii^ Acknowledgment Form (PAF), provided by the licensee, must be 
signed by the mailing list owner before processing takes place. When a mailin g 
list is presented to an NCOA licensee tiuough a tiiird party (i.e., a broker) for 
NCOA processing, tile sipiature of the list owner must be on the PAF. 


Purpose 

This manual outlines appropriate procedures for the NCOA Department to 
follow for most aspects of NCOA processing and describes USPS and NCSC 
procedures for various NCOA issues, including tiie following: 

• licensee advertisements, literature, and method-of-sale infortnation 

• copyright guidelines 

• customer, mailer, and licensee inquiry response 

• lic^isee audits and audit scoring 

• NCOA pro^ssing guidelines 


um rED Si u e s 


NCOA Proceduna Manual 


1 


162 


Documentation 
& Copyright 
Procedures 


Advertisements, Literature, and Method-of-Sale information 

All licensee literature, advertisements, or method-of-sale information that refer- 
ences NCOA services must be reviewed by USPS for approval before d\e 
licensee may publish the material USPS i^ponse to the licensee regarding 
documentation is due within 20 working days of receipt. All documentation will 
be evaluated by the NCOA Department utilizing the guidelines outlir^ in the 
current NCOALicer^ Agreement. 

After the licensee's documents have been evaluated, a Review Analysis Form 
[RAF) outiining the status of the documentation is prepared and returned to the 
Ucensee (see F^ure 1). The RAF is retained permanently by the USPS in the 
licensee's centralized file. If the advertisement materials are not approved for 
publication or release, the licensee is required to revise and immediately resub- 
mit these materials for re-evaluation. All licensee literature that the NCSC re- 
ceives will be retained in the licensee's centralized file. 


Licensees are required to include the words "Nonexclusive Licensee of the 
United States Postal Service" not more than once in each advertisem«:\t. Each 
reference in the advertisement to the copyright owned by the USPS must include 

the phrase "© USPS 19 Licensees may not use any USPS trademark or service 

mark wilhout written permission from the USPS. If authorization to use a USPS 
trademark or service mark is obtained, the mark must be identified as "© USPS." 
Licensees are not permitted to suggest any business or trade name association 
with the USPS or the United States govemm«\t. Licensee literature may in no 
way suggest tfiat the licensee or the licensee's agents are employed by or repre- 
sent the USPS. In addition, when notice of payment method is made, it should 
state that all payments for NCOA matching services must be made payable to 
licensee's trade name. Any reference to ft\e price of NCOA matching services 
should dearly state that prices are established and controlled by the licensee and 
not the USPS. 


Copyright and payment method disclosure requirements are intended to cover 
any and all public disclosures concerning a licensee's NCOA matching services 
up to and including radio, television, magazine, newspaper, and direct-mail 
solidtations. Failure of a licensee to comply widi these guidelines will result in 
suspension or termination of the NCOA lic^ise. 
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NCOA ADVERTISEMENT REVIEW ANALYSIS 


NAME 

UCENSEE NAME 
LICENSEE ADDRESS 
CrrYSTZIP+4 


Thank /ou for sabmitdng yoor NCOA advertising pieces for review. The following is 
the st^dos of your documents subsequent to review: 

Your documents have been approved as submitted 

Your documents have NOT been q>proved as sidHnitted. Please revise the 

following areas and r^bmit immediately: 

• "Nonexclusive Licensee of USPS" 

• Required Text Document 

• Postal Logo 

• Marketing Language 

• Processing Acknowledgment Form 

• Pricing 

Odier 


you have any questions, please feel free to contact Shelley Hughes of my staff at 
1-800-331-5746. 

Sisceiely, 

Michael L Murphy 

Manager, National Customer Support Center 


Figure 1. Advertisement Review Analysis F<nm 
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Customer NCOA Department at tiie USPS National Customer Support Center (NCSC) 

I iinice ^ Memphis, Tennessee, maintains tiie National NCOA Database. Therefore, the 
® NCOA Department receives inquiries concerning NCOA data and its uses from 

numerous sources. NCOA inquiries may be made via telephcme, letter, or fax, 
and each inquiry is handled independendy. All information gathered during the 
course of an investigation is permanently retained in a centralized file diat is 
organized by analysts' last names. Typical sources of NCOA inquiries include the 
following: 



Customers A customer receives our phone number or address 

from one of his/her mailers and wants to know how 
or why we changed his or her address. NOTE: Many 
customers are unaware that the NCSC is a branch of the 
USPS. 

Mailers Mailers generally call for one of two reasons: 1) They 

want to know how they can take advantage of our 
services, or 2) They us^ NCOA and do not undei^ 
stand the results of their mailing. 

Licensees Licensees notify the NCOA when they suspect a data 

problem witti ^e file, a customer has notified them of 
a problem, or a mailer is complaining about the 
service and the licensee cannot explain die results. 

Freedom of These individuals are concerned about dieir rights to 

Information privacy and seek to question d\e USPS policy on 

providing address change notification to mailers. 

USPS If a USPS account representative or consumer affairs 

official is unable to ascertain why a customer's mail is 
being misdirected, the individual will contact die 
NCSC for assistance. On occasion, the Postal Inspec- 
tion Service will ask for assistance in conducting 
research for an ongoing invMtigation. 

Due to the proprietary nature of the NCOA database, the NCSC prefers that any 
request for research to be conducted by an analyst be made in writing. The written 
request should describe the nature of Ae inquiry and the old and new addresses 
involved and should include the requester's name. Requests for research can be 
made via telephone, but die analyst will not release new address information over 
the phone. When a call is received and an analyst researches an irujuiry using the 
NCOA file, that analyst is only permitted to discuss tiie facts of die case as revealed 
by the data of NCOA file. If a custornCT wants to know "where his or her mail is 

being forwarded," the analyst may cmly describe why die new address information 
was provided to die mailer and die steps necessary to correct the enot 
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Inquiry Every inquiry made to the NCOA Department must be investigated by an ana- 

ReSPONSE ^ * timely manner and responded to immediately. At the time an inquiry is 

received, the receivii^ analyst must prepare a Customer Inquiry Form (OF) (see 
Procedure Figure 2 on page 7). if the inquiry is made in writing, die letter or fax should be 

attached to the CIF; otherwise, it is the analyst's responsibility to provide de- 
tailed noteSj,When die inquiry has been dioroughly research and resolved, the 
CIF is filed in a centralized folder for future reference. 

Sample Inquiries and Responses 

The following scenarios are a sample of the kinds of inquiries or problems that 
die NCOA Department encounter and die typical responses to the problems. 
The scenarios do not cover die entire scope of calls received by die NCOA ana- 
lysts: they are provided as a basic overview of the responsibilities of NCOA 
analysts. Obviously, each inquiry is different, and all inquiries are handled on a 
case-by-case basis. 

Example 1: A customer calls to reprort that we are "misdirecting" his or 

her mail and that he or she would like the problem resolved. 
Response 1: The analyst must pull the record that has allowed the 

licensee to update a mailer's list from the NCOA database. 
The analyst will then describe die reason for die change to 
the customer and identify how the correction will be made. 
For instance, a customer's address was dianged because 
an individual(s) moved out of die residence and ffled a 
family move order. The customer is notified that a family 
move order was filed, which caused the lic^isee to matA 
only to die last name on the move order. The customer is 
told that we will immediately change the record to an 
individual move order, which means diat licensees must 
match on all other name components. The customer is also 
informed that the change will prevent die problem from 
reoccuiring, he or she must contact those mailers who are 
sliding mail to tne incorrect address. 

Example 2: A mailer complains about the amoimt of returned mailpieces 

received following NCOA processing of a mail list 
Response 2; The analyst must first gather data, such as the identify of the 

licensee who completed the NCOA processing; what other 
services were included; and whether die customer contacted 
the licensee. The analyst will also request multiple copies of 
the mailpieces for completion of die necessary research. 
When the mailpieces are received, die analyst ivill attempt to 
determine why matches could nsa be made using the NCOA 
matching guidelines. 

For example, the analyst may determine diat a match wasn't 
made because die input address was missir^ an apartm^t 
numbei; and die NCOA file contained an apartment. 
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When research of each record is complete, the analyst will 
contact the mailer to explain the results of the research and 
identify any required action that the NCSC or the mailer will 
need to take. 

A licensee calls to report that they have discovered a 
problem with data on the NCOA file. 

The analyst will gather all pertinent data regarding the 
problem, which records are affected by the problem, and 
how the licensee discovered the problem. The analyst will 
then conduct an extensive investigation into the alleged 
problem and will either contact tiie licensee to explain the 
problem or the NCOA Department for immediate correction. 
A postal inspector calls to report that he or she is investigat- 
ing an address that may be used for fraudulent COAs. The 
inspector wants the names of all moves to the address. 

What a case of suspected address fraud occurs, tite analyst 
requires the postal inspector to fax a written request for data. 

The request must be approved by postal management before 
an investigation can begin If an investigation is approved, 
die analyst will search die NCOAmaster file for die requested 
data and will provide die infoimatian to die inspector in a letter 
containing die facility manager's rignature. 

The inquiry resolutions that are most often required consist of changes to the NCOA 
database. These changes range from changing a COA from a family to an individual 
move order to correcting name and/or addre^ components on an existing COA. 
There are two methods for making changes to an NCOArecotd: 1) If the move 
effective date is less dian 18 months past, die analyst will contact the CFS unit re- 
sponsible for entering die move and request that the CFS unit make the change; or 2) 
if die move date is over 18 months past, a transaction record (a simulated CFS 
transaction created at the NCSC and used to make changes on NCOA) will be en- 
tered at die NCSC. 

It is also the analyst's responsibility to follow-up after a change is made to ensure 
that the change was properly handled. When a transaction record is entered, the 
change transaction may not be considered valid by NCSC software because the 
transaction record does not contain the same information as the original order, or 
the CFS unit failed to enter the change. The analyst will compare the record of 
complaint against the same record after the next NCOA update to ensure that the 
changes were made properly. 


Example 3: 
Response 3: 

Example 4: 
Response 4: 
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CUSTOMER INQUIRY FORM (CIF) 


Analyst: Date: 


Source of Inquiry: 

• Mailers/List Owners 

• Privacy Issues 

• Freedom of Informatioi Requests 

• Licensee Issues 

• Postal Customer Inquiries 


Customer name: 

Customer address: 


Customer Phone #: 


Complaint 


Resolution: 


Resolution Date: 


Figure 2. Customer Inquiry Form 
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NCOA 

Audit 

Procedures 


A schedule of tentative NCOA audit dates is produced each year in January. The 
Audit Scheduler software program randomly schedules NCOA process audits 
per licensee per calendar year. Scheduled audits are sent to selected licensees at 
least three time per year. The schedule may be adjusted periodically to accommo- 
date any conflicts that may arise. Additional audits are added to the schedule as 
necessary, i.e., after CASS certification, licCTisee-requested audits, in^romptu 
audits, re-audits after failure, vendor software changes, etc. For traddng pur- 
poses, the published management audit schedule correlates the audit release 
number with the mail date of the audit. The schedule should be monitored by 
management to ensure that target dates are met. Management determines which 
audits are remote and which are on-site. On-site audits of each licensee will be 
conducted at least one time during a 24 month period. Every two weeks, cus- 
tomer audits are mailed to the scheduled licensees. 


A process period of ten working days is generally allotted from the time an audit 
is mailed imtil customer notification (pass/fail) is made to the USPS contracting 
officer. The only exceptions are re-audits due to failures or incorrect matches, 
which will require a longer time period (no more than 10 additional days). All 
other exceptions require management approval. For tracking purposes, an 
NCOA management audit status report is produced on the day the audits are 
mailed to licensees. Audit reports are permanently retained in the licensee's 
centralized file. 


Audit Tape Creation 

To begin the biweekly NCOA audit process, an audit build job (NAABMINI) 
must be run subsequent to completion of the NCOA master file release needed 
(the release number noted on the audit schedule). Once reports generated from 
the NAABMINI run have been reviewed (and retained for a minimum of a 
month), individual axidit files can be produced for the NCOA licensees scheduled 
for audit. The files, which are mailed to vendors via Express Mail, are created by 
Job NAAUDIT. Letters to accompany tfie audit shipments to licer\sees are gener- 
ated by he NCSC Administration Ctepartment, and documents from the 
NAAUDIT run are attached. The licensees are notified of the upcoming audit 
and are given 24 hours to return he audit following receipt. 

The tape library notifies the NCOA Department via e-mail of receipt of the com- 
pleted audit Job NAAGRADE is submitted for audit scoring, and reports gener- 
ated from NAAGRADE are reviewed by two analysts. The results are combined 
into a document listing all deficiencies that are to be corrected, and the document 
is returned to the licensee. Pass or fail memos notiiying he NCSC and headquar- 
ters of he licensee audit results are generated by the NCSC Administration 
Department, and copies are sent and filed accordingly. Licensees are telephoned 
regarding their petss or fail status. Finally, audit information is logged on the 
Audit Status Summary Report and provided to management. 
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Process Audits 

Audits will be conducted on each NCOA licensee as prescribed by dxecuirent 
NCOA license agreement. These process quality reviews shall be performed as 
foequaitly as necessary, wiflx no fewer than fliree audits per system platform 
sd^uled within a one year period. Audits are scheduled on-site, impromptu 
on-site, or off-site via shipment of a test file. 


Audit Scoring Software 

NCOA notching software adheres to strict matching rules and specifications. All 
facets of licensee's matching software are rigorously tested, and failure of a 

licensee to consistently adhere to NCOA matching rules may result in suspension 
or termination of ffie NCOA licei^se. A licensee whose software fails to achieve 
99% accuracy during testing fails the audit and is sent a thirty-day "cure iw>tice" 
and a description of Ihe deficiencies by die procuxemait offire at headquarters. 
Wten the licensee acknowledges that the required changes have been made, or 
the thirty day period has e?q)iied, the NCSC will retest the licensee. To pass toe 
second audit, toe Ucoisee must demonstrate toat toe software defkiendes toat 
caused toe failure have been corrected. K the licensee delivers an incorrect matto 
during toe initial audit, toe licensee automatically failes toe audit and is imxnedi- 
atefy required to make the necessary corrections and be retested. 

Any changes to a licensee's matching software must be promptly tested to oisure 
toat toese changes will not result in misdirection of maiL If a licensee is unable to 
correct soffware deficiencies in a timely maimeiv toe licensee's NCOA lic^tse 
may be suspended until toe licoisee is able to demonstrate toat the defiri«»nrii>ft 
have been corrected. 

Scheduled On-SIte Audit 

The procedure for toe on-site, prearranged audit is as follows: 

1. A test client address file (audit file) will be provided in toe format descrtoed 
in Appendix L The licensee's NCOA system will be required to process toe 
file against toe current master file. The ou^mt file produced (described in 
Appendix II) and toe printout from toe client file (described in Appendix IV) 
will be toe basis for both on-site arul off-site validation of toe licensee's 
NCOA process. An associated National Deliverability hidex (NDI) report, a 
PS Form 3553, sysouts, and associated documenfation for toe ouq»ut file will 
also be required. 

2. When processing of toe test cUait file is con:q)lete/ the audit team rtuy 

provide a leey number file (see A{:q>endix Q-I for file format). The licensee 
will utilize file to produce a printout for tm-site evaluation (see Appendix 

IV). The printout will contain all records identified by the key number file. 
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3. The audit team may or may not perform a preliminary analysis of the results 
and provide the licensee with any deficiencies noted at this point in the audit 
process. The audit team may choose to bring the results back to the NCSC for 
analysis. 

4. If time permits, the licensee may make the nectary software modifications 
to correct deficiencies and reproce^ die test client ^ in its entirety, produc- 
ing another output file and printout for review. Steps 3 and 4 can be repeated 
as often as time allows; otherwise, die licensee may elect to correct not^ 
deficiencies after receiving a 30 day correction notice issued by d\e USPS 
contracting officer. 

5. When it appears that all deficiencies identified in the preliminary review 
have been corrected, or the time allotted for software modification is about 
to expire, the licensee will produce an output client file (see Appendix II). 

This file will not be reviewed on-site but will be brought back to the NCSC 
by the audit team for subsequent evaluation. If for any reason the client 
output file is unreadable, the audit will receive a failing grade. To minimize 
the possibility of failure due to file unreadability, licensees m\ist furnish the 
audit team two copies of the output client test file and should perform their 
own quality control checks for readability. 

In addition to the technical evaluation, all facets of the organizations' ability to 
meet licensee performance requirements will be demonstrated to the audit team 
on-site. On-site demonstration should include an unrestricted walk-through of 
the facility, an overview of ftie NCOA process, a description of the procedures 
that will ensure the physical and electronic security of NCOA data while it is in 
die liceitsee's possession, and a complete description of ftie licensee's customer 
service process, including pertinent advertising materials supplied to clients. 
Processing ackitowledgment forms will be reviewed and compared to Customer 
Service Logs for completeness and accuracy. When resudts of the ou^ut test 
client fite have been validated at ftie the licensee will receive official 
notification of the audit results from the USPS contracting officer. On-site audit 
reports are permanently retained in the licensee's centrali^d file. 


impromptu On-Site Audit 

In the case of an impromptu on-site audit, die requirements outlined above will 
remain exactly ftte same, with die possible exertion of the walk-duough inspec- 
tion. 
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Audit Via Shipment 

The piocediue for a test conducted via a shipped cartridge is as follows: 

A test client address file will be provided in the format described in Appendix I. 
The licwsee's NCOA system will be required to process tiie t^t file against the 
current master file. The output file from this process will be the basis for an off- 
site validation of the lic^^see's NCOA piocess/ and the file must be produced in 
the format described in Appendix n. An associated National IDeliverability Index 
(NDI) report, a K Form 3^, sysouts, and associated documentation for Ae 
output fUe will also be required. These items must be returned using the Ex- 
press Mail label provided and postmarked no later than 24 hours following 
licensee receipt of the test file. Date and time of licensee return of the test tile 
wiU be determined by an attached PS Form 3811, Domestic Return Receipt 
Failure to attach PS Form 3811 will result in failure of the audit process. 

Upon ffie validation of the results of the output test cli«it file at the NCSC, die 
licensee will receive official notification of the audit results from the USPS con- 
tracting officer. 

When scoring an NCOA audit, the analyst is required to look for errors that have 
resulted due to deficiencies in the licensee's matching software. The most serious 
error possible is an incorrect match. Incorrect matches generally fall into two 
categories: those made by matching to a record in die NCOA ffle when no match 
should be made, or tiiose made by matching to die wrong record in die NCOA 
file. 

Inconect matches are serious deficiencies because they are certain to corrupt or 
misdirect the mail. When an incorrect match is noted, die licensee is imme^tely 
notified and required to fix the software and is immediately le-audited and 
rescored. An immediate suspension may result if a licensee fails to correct the 
software. 


Physical Scoring of an NCOA Audit 

When the licensee provides the audit results cart to the NCOA Departinent, the 
cart is processed by die NCSC's automated software, whidi performs an evalua- 
tion of pie-determined records randomly placed throu^out the audit file using a 
keyfile created during the audit build process. The evaluation does a literal 
compare between the data provided by the licensee arid data found on die 
NCOA master file. Any record containing a single discrepancy is placed in a file 
to be printed for NCOA analysts. 

Upon completiOTi of audit scoring by the automated software, tiiree printouts are 
created and distributed to the NCOA Department. One of the three printouts is a 
complete listing of all records containii^ discrepancies. The list is sorted sequ^- 
tially by the customer key and is used as a quick reference between the NC^ 
and the licensee. The other copies are sorted by error type and expected mateh 
code and are independently reviewed by two NCOA ar^ysts. 
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NCOA 

Address- 

Matching 

Procedures 


After both analysts have reviewed the printouts and selected those records that 
they feel do not comply witfi the license agreement, performance requirements, 
or USPS addressing standards, the analysts reach a consensus and the combined 
error records are provided to the project leader for final validation. Final results 
are then provided to the licensee and the USFS prociuement officer. 


Description of Records Provided by Automated Software 


Original Test Record. 


NCOA Old Address: 


NCOA New Address: 


The actual record provided to the NCOA licensee 
containing the corrupted information produced 
during the audit build. Plus, an error code(to assist 
the analyst is finding the corruption) and the match 
expectancy code used by the software in the 
automated scoring process are provided. 

The actual record found on the NCOA database. This 
record consists of live data containing no corruptions. 
The data in this section includes the unaltered address 
in parsed and unparsed formats. 

This section contains the new address information for 
the NCOA record. Anal 3 ^ts use this information to 
verify that the licensee matched to the correct record. 


Licensee's Input: • The first step performed by a licensee during the 

NCOA process is to return the input address exactly 
as provided, which demonstrates the licensee's ability 
to read the input address. If the information in this 
section is not identical to the data in Ihe test record 


section, the analyst knows that the licensee's 
matching results will be corrupt. 


Output Standardized The second step in processing a customer's file is to 
Address: compare the input address against the ZIP-4 File and 

return a standardized address, following all the 
guidelines set forth in Publication 28, Postal Address- 
ing Standards. Address elements can only be modified 
based on the return from a ZIF+4 look-up. If the 
address is not ZIP■^4 codeable, the licensee must 


standardize the address without altering the data. 


Output New Address: If the licensee was able to match on input name and 

ddress, this section will contain the new address. The 
data found here should match exactly to the informa- 
tion in NCOA New Address. 
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Missed Matches: A missed match occurs when the input name and the 

standardized address are equal to the components 
foimd on an existing record on ti\e NCOA master file 
and the licensee fails to return the move information. 

Incorrect Matches: An incorrect match occurs when the licensee returns 

the new address information despite differences that 
appear between the name and/or address on the 
input file and those on the NCOA record. 

NOTE: Because this error could residt in the misdirection of mail, licensees are notified 

immediately of the problem, instructed to make the necessary sofiioare corrections, and 

immediately retested to ensure full compliance. 

Weights and Penalty: NCOA matching guidelines allow for sight variances 

in spelling by assigning a weight and penalty value to 
certain fields and permitting a match, even though 
the fields are not exact. These allowances are made for 
the Last Name and Street Name fields only. The 
results a licensee returns may be determined inappro- 
priate based on the "tightness" or "looseness" of ^e 
weight and penalty allowance developed by the 
vendor. 

Standardization; In the second step of NCOA processing, the licensee is 

required to standardize the input address in accor- 
dance with P\ibUcation 28 and ZIP4-4 code the record 
if possible. This error category includes any records 
diat do not meet the requirements set forth in Publica- 
tion 28. For example: if a licensee drops or modifies a 
component of the address without reference to the 
ZIP +4 File or Publication 28, the record is counted as 
an error because, even though the licensee's NCOA 
results were as expected, there was still some form of 
error in the standardized address. 

Miscellaneous: This grouping includes any record that was standard- 

ized and matched as expected yet still contains some 
other incorrect response, i.e., the licensee modified the 
new address or didn't provide the file in the required 
format. 
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Reviewing Records Produced by Automated Software 

Every record produced by the automated software must be evaluated and scored 

for accuraqr. Because some matching rules require subjectivity on the part of the 

analyst, die only way to ensure proper compli^ce is for the analyst to ask a 

series of questions ^ each record. Those questions are as follows: 

Q: Did the licensee retxim a correct and unaltered input address? 

A: If yes, go to the next question. If no, cite the record. 

Q: Did the licensee standardize the input address based on a ZIP44 match? 

A: If the standardized address has a ZlP+4 Code, verify the data returned by the 
licensee by jjerfonning a ZlP+4 look-up. If the address is not ZIP 44 cod^, go 
to the next unindented question. 

Q: Was the ZIP+4 match valid for ttie given address? 

A: If die input address matches die ZIP+4 record, go to the next 
qu^tion; if not, note the discrepancy. Generally, the analyst will 
verify that the ZIP+4 exists and that the input address falls 
widiin the address range on the ZIP+4 File. 

Q: Was the ZIP+4 match the best possible match for the given 
address? 

A: If yes, go to the next question; if no, prepare to cite the record. 
For example, the licensee chose a ZIP+4 from multiirfe possibili- 
ties, whiA is not acceptable. 

Q: Did the licensee return all elements from the ZIP+4 File cor- 
rectly? 

A: If yes, go to die next question; if no, dte the record. 

Q: Did the licensee correctly standardize all components of the non-ZIP+4 coded 
input address? 

A: The vendor is not permitted to make any changes to die input address, with 
the exception of standardizing abbreviations as directed by Publication 28- 
Any other changes are considered dteable errors. 

Q: What change was made to the NCOA record prior to giving it to die licensee? 

A: A five-character error corruption code that will defrne what form of corrup- 
tion was placed on die record is di^layed on die original test record. Some 
corruptions are as simple as ^llir^ out direcdonals or sufflxes, while others 
may actually change Ae components. 

Q: What was die expected outcome of the test recoid? 

A: Imirtediately following the error corruption code is an alpha character that 
will help die analyst identify whedier a match is expected, no-match is ex- 
pected, and so fOTth. By knowing whether or not a match is expected, the 
analyst can quickly go to the new address line to verify compliance. 
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Q: Did tihe licensee return the expected outcome? 

A: This is determined by comparing the NCX5A new address data with the 
licensee's response. The analyst needs to check the Undeliverable field if no 
address is presoited in the new address area. Moved, Left No Forwarding 
Address (K) and PO BOX Closed (G) will not generate any data in the New 
Address field. If the answer is yes, go to the next unindented question. 

Q; If a match was expected, what prevented the licensee from 
matching? 

A: Check the customer's name, standardized address, and last-line 
information provided by the liceisee against fite NCOA infor- 
mation. Reasons for missing matches vary from standardization 
of the input record to multiple responses on the NCOA file. 
Therefore, each record must be reviewed independently. See 
Name and Address Matching guidelines for further description. 

Q: If a no-match was expected, what record did the licensee match 
to and why? 

A; Compare the new address returned by the licensee to the data 
on the NCOA file. It is possible that the licensee matdied to a 
different record than expected, and the analyst will need to 
verify that tiiere were no other valid candidate records. If no 
other candidal were available, then file analyst must deter- 
mine the reason the licensee made the match. 

NOTE: This scenario identifies an incorrect match that will cause immediate notifica- 
tion of and corrective action by, the licensee. 

Q: If the licensee's response was as expected, why was the record printed 
through the automation software? 

A: The automated software will do literal compares and will print any record in 
which a difference occurs. It is the analyst's responsibility to locate the differ 
ence and detenniiw if it is a citeable offense. Sometimes the difference may 
be as simple as different unit designators based on the licensee's ZIP+4 pro- 
cessing or as difficult as changii^ the ZIP Code. 

Analysts must exercise extreme caution when reviewing these records. If fiie 
licensee makes a mistake in the early steps of processing, it may impact 
whether or not the expected results need to be changed. For example, in 
standardizing an address, the secondary value may have been erroneously 
altered and, if the system was expecting a no-match, fiie analyst may have 
overloolred the incorrect d\an^. 

Q: Should file record be cited, noted, or simply disregarded? 

A: Any record that violates the performance retpiirements should be dted and 
counted against the licensee in the overall score. If a record(8) is presented in 
a manner that does not coifibrm to normal standardization yet does not affect 
NCOA processing, it should be noted and not held against fi« licensee. An 

exampte of sudi a case woud be fixe licotsee returning the standardized 

primary number wifii lea ding zeros. 
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Other reco»js contairung diHeiences in the ZIP+4 Code could have been 
processed appropriately. The NCOA file may contain an uncoded record that 
file licensee was able to code during standardization. This record will be 
printed because the ZIP+4 Codes are different, but it will not adversely affect 
the licensee's audit score. 

Q: What needs to be done upon completion of the physical review? 

A: All dted records will be pulled from the pile and sorted by common scenaric^ 
of errors (see Generic Listing of Errors for more details). The analyst must 
type up die results of the evaluation and be prepared to discuss them widi the 
second analyst reviewing the same file. If one analyst believes diat a record 
should not be dted, it is his or her responsibility to prove to the odier analyst 
that the licensee's response was acceptable. 
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NCOA 
Name & 
Address- 
Matching 
Guidelines 


Sample Input Address: MR JONATHAN S DOE JR 
123 E MAIN ST S # lOOA 
MEMPHIS TN 38188-0001 


DATA FROM SAMPLE 
Description Example 

MOVE TYPES 

Individiial Move Family Move Bnsiiicss Move 

Gander Title’ 

MR 

✓ 

n/a 

n/a 

Rist Name 

JONATHAN 


n/a 

n/a 

MkMe Name/InlUal’ 

S 

✓ 

n/a 

n/a 

Last Name 

DOE 

V* 




JR 

✓ 

✓ 

✓ 




■■■■■ 


Primary Numtier 

123 

✓ 



Pre-dirsctlonal 

E 


✓ 

✓ 

Street Name 

MAIN 


✓*• 


Street Suffix 

ST 

✓ 

✓ 

✓ 

Posf-DIfectional 

S 

✓ 

✓ 


Unit Designator 

« 





lOOA 









Qt/ Name 

MEMPHIS 

n/a 

n/a 

n/a 

State Abbr 

TN 

n/a 

n/a 

n/a 

ZIP Code 

381 &8 

rVa 

n/a 

iVa 

ZIP-»4Code 

0001 

n/a 

n/a 

n/a 


/= Must match exactly 

= Common nicknames may be allowed in matching process. 

/** = Conservative phonetic or soundex coding is allowed.^ 

*= Must match exactly only when the unit desig?iator is classified as an 

exceptional unit deagnator and no unit designator value is given. 

** = Must match exactly with one exception - if the value is an alpha- 
numeric value with the alpha character traiisposed between the 
two sources, i.e., AlOO = lOOA. 


^Omission of these fields on either the input or tiie NCOA File may not prevent a match from 
being made. 

Example: John Doe Jr. Match 

Mrs. Jonathan S. Doe Jr. No Match 

2to allow for misspelled last names oc street names, a weights and penalty method has been 
developed and implemented to assign a "dcweness" factor between the input and die NCOA 
fields. This value will allow a match on names that are not spelled exacdy the same yet sound the 
same or are very sinulaF. 

^cample: Spiegel vs Spregle Acceptable 

Wagner os Warner Unacceptable 
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Generic 
Listing of 
Reasons 
FOR Cited 
Records 


Listed below are examples of some of the written dest^ptiotts used ^i^ien n^ssed or 
incorrect matches are discovered. This is a sample listing and should not be (xxisidered 
all industve. 


Missed matches on name fxefix titles. 

Missed matches on records with correct gender title. 

Missed matches resulting from improperly a(H>Ving name matehing rule. 

Missed nnatches on records where customer name errorreously modified. 

Missed NCOA matches based on nicknames. 

Missed mantes on businesses. 

Missed NCX)A match for an input record assumed to be a business. 

Missed matches on sheet address with fractional phnrtary numbers. 

Missed nnatches where the primary street number contains afohanumeric characters. 
Missed matehes on records with hyphens in the primary numbers. 

Missed mafohes on street type addresses when numeric street name is spelled ouL 
Missed matches when input street suffix in spelled out. 

Missed matches when unit designators differ. 

Missed matches vWien secondary values differed. 

Missed matches on records where city and/or state were incorrectly modified. 

Missed matc^nes and dropped address elements without proper reference to ZIP-f4. 
Missed matched arid modified address elements without proper reference to ZIP-t4. 
Missed matches resulting from incorrect standardization. 

Missed NCOA matches. 


iTKorrect matching based on gender and name prefix tWe. 

Incorrect match on records Miere customer name erTor>eously modified. 

IrKorrect matching based on differences In limt/middle names artd/or initiats. 

IrKorrect matches made from improperly applying name matching rules. (Cindy Mary) 
Incorrect matehes made when a HC record is considered equivalent to an RR record. 
Irworrect matches based on fractional primary number. 

Incorrect match on fractional or hyphenated primary numbers, 
incorrect matches made when differerKes occur in pre-directional field. 

Incorrect matches made when differences occur in the street suffix field. 

Incorrect matches made when differences occur in the post-directional field. 

Incorrect matches based on exceptional unit designators. 

Incorrect match when secondary values differ. 

Incorrect matohes made when dropping/modifying dements wifiiout reference to ZtP+4. 
Incorrect matches made on improperly standardized HC/RR addresses 
liKorrect matches made after drc^ping address elements. 

Incorrect matches made resulting from incorrect standardization of inpuf address. 
Incorrect NCOA matches made. 
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J R J yy The Integrity Process was developed at the USPS’s National Customer Support 

Center to identify misuse of the NCOA database by NCOA licensees. Each year, 
PROCESS ^ often as necessary, this process generates integrity records that are placed 
on the licensee's NCOA database. Integrity records remain on the licensee's 
NCOA database for three years unless the Integrity Administrator or the Integ- 
rity Programmer request that they be deleted. Although integrity records have 
the appearance of live NCOA records, they contain undeliverable old and new 
addresses with computer-generated business and individual names. The NCSC's 
access to information and/or procedures used in or created by the Integrity 
Process has been restricted to two individuals, the Integrity Program Administra- 
tor and the Integrity Programmer. 

There are two types of integrity records: unique and common. Unique integrity 
records are unique to each licensee. Each licensee receives the same primary 
address data with unique names, secondary information on street-h^e records, 
and box numbers on rural route and highway contract records. Common integ- 
rity records are exactly the same for all licensees. 

After new integrity records are created each year, every delivery unit is mailed an 
integrity letter that includes a list of die new side primary address integrity 
record data Uiat affects the delivery unit. The integrity letter requests that the 
carrier make a copy of any mailpieces containing the primary addresses listed in 
the integrity letter and mail the copy to the NCSC immediately. Because of the 
type of information used to create integrity records, no record should ever be 
submitted to a licensee for matching purposes, and mailpieces should never be 
^nerated with information from integrity records. 

If an integrity mailpiece is returned to the NCSC, an investigation will be initi- 
ated. Researdi is conducted into name and/or secondary information on the 
mailpiece to determine if the mailpiece was created from a saturation mailing or 
through misuse of the NCOA database. If a mailing was generated with a unique 
integrity record, the NCSC would identify which licensee misused the data 
through the business or individual name on the mailpiece. Odierwise, if the 
mailing was generated with a common integrity record, the mailer is contacted to 
ascertain which licensee processed and/ or provided the mailer's file. If the 
licensee is found to have misused the NCOA database, the licsensee will be 
terminated from the NCOA program immediately. 

GENERATING Bimonthly a statistical sample of integrity records is sdected for the creation of 
INTEG R ITY ^st mailpieces. Test mailpieces are produced and mailed to selected delivery 
R ECOR DS xmits to ensure proper handling of integrity records by those units. If die 

mailpieces are handled properly, die Integrity Administrator will receive photo- 
copies of the test mailpieces from each delivery unit. Delivery units that do not 
respond will be contacted by the Integrity Office. 

The following steps describe the processes necessary to create and add integrity 
records to the licensee's NCOA database. These procedures are normally per- 
formed on an annual basis but are performed more than once per year xmder 
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certain drcimtstances. For example, if a licoisee were piiichased by 
another company, the NCSC would provide the purchasing company 
widt a new database containing new integrity records. 

Step 1. DSFHQINP - Generation of undeliverable records from die Delivery 
Sequence File(DSF): 

Create undeliverable street, rural route, and highway contract records 
using the DSF. The DSF contains every deliverable address serviced by 
the U^’S in the United States. Step 1 will uncover situations in which 
there are gaps between house numbers and will generate undeliverable 
records where ihose gaps appear (i.e., if there are deliv^ble addresses 
for "2 MAIN ST' and '100 MAIN an undeliverable address would be 
created for '98 MAIN ST'). 

Step 2. NCABNCSC - The following procedure vdll build and add unique 
integrity records to the licensee's NCOA database: 

The undeliverable records created from the DSF in Step 1 should be used 
to create five old and new addresses per ZIP Code for the integrity 
records. For an imdeliverable address to be used as a new addie^, tiie 
ZIP Code mtist be fully covered by CFS, or the undeliverable record can 
be used for the old address. Once titese records are created, a NCOA key 
and move-c^ctive date are assigned to each record using tire NCOA 
problem file. The problem file contains records that did not pass the 
quality control test performed on the NCOA transaction file and therefore 
were not placed on the NCOA database. 

To uniquely identify the integrity records by licensee, each licensee will 
receive integrity records that are unique to their oiganizatioiu Each 
unique street integrity record contains unique business or individual 
names and secondary information, and unique rural route and highway 
contract records contain unique business or individual names and box 
numbers. These records are Aen placed on ttte licensee's NCOA transac- 
tion file. 

or NCABCOMM *• This procedure will build and add common integrity 
records to the licensee's NCOA database. This process must be run in a 
NCOA release separate from the imique integrity records. 

Altiioug^ common integrity records are generated in the same manner as 
unique integrity records, common records are not unique to eacii licensee. 
All licensees receive the same exact address and name data for all cmn- 
mon integrity records. 

Step 3. NCADLTRS - The following procedures concerns generation of integrity 
letters that will be mailed to all delivery units. 

Each year after the unique and common integrity records are created, 
integrify letters are mailed to each delivery unit. The integrity letter 
provides a list of the undeliverable new addresses that were used in the 
integrity process and ask tiiat the delivery unit provide a copy of any 
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mailpieces having these addresses that they receive to the NCSC for 
investigation. In addition to copying the mailpieces, the integrity letter 
requests that the delivery units contact the Integrity Program Administra- 
tor immediately if any of the addresses become deliverable. 

Test mailpieces are sent throughout the year to each delivery unit to 
ensure adequate handling of integrity records. Each test mailpiece con- 
tains a unique key used to identify delivery units that are correctly re- 
turning die mailpiece to us. The unique keys are data entered to identify 
delivery units that are not properly returning those pieces to us. Integrity 
letters will be regenerated for these delivery units. 

Step 4. NCATSTML - The following procedures generate test mailpieces to be 
mailed to each delivery unit. 

Bimonthly a statistical sample of integrity records are selected to generate 
test mailpieces. The test mailpieces will be mailed to their corresponding 
delivery unit to help identify delivery units that are not properly han- 
dling the integrity records previous provided to them in the integrity 
letter (refer to Step 3). 

The integrity letter instructs d\e delivery unit to make a copy of the mailpiece 
and return it to the Integrity Administrator at the NCSC. Any delivery units 
identified as not following the procedures provided to them will be contacted by 
the Integrity Office. 

To ensure that each licensee continues to maintain the integrity records on their 
NCOA database, integrity records are placed on each licensee's audit file (three 
times a year) exactly as ti\ey appear on the NCOA database. If an integrity record 
"exact match" is itot achieved by dte licensee, it is possible that the licensee deleted 
the integrity records from the NCOA database. Tampering with or deleting integ- 
rity records could result in instant termination. Immediately following termination 
of the licensee, new integrity records would be re-issued to all licensees. 

The following jobs will keep the data in sync with all other postal products: 

NCAREZIP- In conjunction with NCOA rezip, all integrity letters are validated 
against the ZJlP-*- 4 database to identify records that have had some 
form of data change (i.e., zipcode realignment) on a quarterly 
basis. If the new address requires an add-on code, carrier route 
ID, or DPBC change, or if the old address requires an add-on 
change, a change transaction is issued. Otherwise, the record is 
deleted. 

NCACHKZ4 - This job runs immediately following NCAREZIP. It uses the 
transactions generated from NCAREZIP and updates our in- 
house NCOA master file. 

NCACKDSF - Monthly, tttis job will identify records that are now valid delivery 
points according to the most current DSE 
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NCADSLT - This job deletes all integrity records from the MCOA file upon 

request. Otherwise^ records expire by the move effective date that 
was originally assigned to dtem. 
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